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INDUSTRY  SEGMENT  REPORTING 

Adoption  of  Disclosure  Regulation  and 
Amendments  of  Disclosure  Forms  and 
Rules 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION :  Final  rules. 

SUMMARY:  The  Commission  is  adopt¬ 
ing  a  new,  integrated  disclosure  regula¬ 
tion,  Regulation  S-K,  and  amendmg 
certain  disclosure  forms  and  rules  to  in¬ 
tegrate  the  information  presented  in  cer¬ 
tain  registration  statements,  annual  re¬ 
ports  and  proxy  and  information  state¬ 
ments  under  its  description  of  business 
requirement  with  the  industry  segment 
data  included  by  registrants  in  their  fi¬ 
nancial  statements  pursuant  to  generally 
accepted  accounting  principles.*  The 
amendments  require  registrants  to  de¬ 
scribe  their  business  by  focusing  on  their 
industry  segments  and  to  present  for  a 
five  year  historical  period  revenue,  profit 
and  asset  information  relating  to  their 
industry  segments  and  geographic  areas. 
Generally,  the  information  is  required 
only  for  fiscal  years  beginning  after  De¬ 
cember  15,  1976;  line  of  business  infor¬ 
mation  is  required  for  the  balance  of  the 
five  year  period.  These  amendments 
should  assist  investors  in  analyzing  and 
understanding  a  registrant’s  business 
and  assure  greater  uniformity  in  the  dis¬ 
closure  requirements  of  the  Commis¬ 
sion’s  various  registration  and  reporting 
forms. 

DATE:  Effective  for  fiscal  years  ending 
after  March  15,  1978,  except  as  provided 
in  the  text  under  “Effective  Date.’’ 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Linda  L.  Griggs,  Office  of  Disclosure 
Policy  and  Proceedings,  Division  of 
Corporation  Finance,  202-755-1750  or 
Edward  R.  Cheramy,  Office  of  the 
Chief  Accountant,  202-376-8020,  Secu¬ 
rities  and  Exchange  Commission,  500 
North  Capitol  Street,  Washington,  D.C. 
20549. 

SUPPLEMENTARY  INFORMATION: 
On  May  10,  1977,  the  Commission  pub¬ 
lished  for  comment  proposed  amend¬ 
ments  to  certain  disclosure  forms  and 
rules  promulgated  under  the  Securities 
Act  of  1933  (“Securities  Act’’)  (15  U.S.C. 
77a  et  seq.,  as  amended  by  Pub.  L.  No. 
94-29  (June  4,  1975) )  and  the  Securities 
Exchange  Act  of  1934  (“Exchange  Act’’) 
(15  U.S.C.  78a  et  seq.,  as  amended  by 
Pub.  L.  No.  94-29  (June  4,  1975) ) .'  One 


•  See  Statement  of  Financial  Accounting 
Standards  No.  14,  “Financial  Reporting  for 
Segments  of  a  Business  Enterprise.” 

1  Securities  Act  Release  No.  5826  (May  10, 
1977)  (42  FR  26010). 


of  the  reasons  the  amendments  were  pro¬ 
posed  was  that  the  Financial  Accounting 
Standards  Board  (“FASB”)  issued  State¬ 
ment  of  Financial  Accounting  Standards 
No.  14  “Financial  Reporting  for  Seg¬ 
ments  of  a  Business  Enterprise’’  (“SFAS 
No.  14’’)  in  December  1976.  SFAS  No.  14 
requires  corporations  to  disclose  certain 
financial  information  by  industry  seg¬ 
ment  and  geographic  area  as  defined  in 
the  statement.  'The  Commission  deter¬ 
mined  to  propose  amendments  to  certain 
of  its  disclosure  requirements  in  order  to 
integrate  the  information  to  be  furnished 
pursuant  to  SFAS  No.  14  with  the  textual 
and  financial  disclosures  required  by  the 
Commission  forms. 

This  release  includes  a  general  discus¬ 
sion  of  the  principal  comments  received 
on  the  proposed  amendments  and  a 
synopsis  of  the  adopted  amendments. 
Attention  is  directed  to  the  text  of  the 
amendments  for  a  more  complete 
understanding. 

I.  Comments 

Comments  were  received  from  180  in¬ 
terested  parties  and  changes  have  been 
made  to  reflect  a  number  of  suggestions 
made  by  the  commentators. 

A.  REGULATION  S-K 

Most  of  the  commentators  expressed 
support  for  the  creation  of  an  integrated 
disclosure  form  although  some  persons 
argued  that  the  form  was  not  really  a 
form  at  all  and  should  be  called,  rather, 
“Regulation  S-K,  Instructions  Regarding 
Disclosure.”  The  Commission  has  ac¬ 
cordingly  changed  the  name  from  Form 
S-K  to  Regulation  S-K  (17  CFR  229). 
One  advantage  to  this  nomenclature  is 
that  the  new.  integrated  disclosure  reg¬ 
ulation  will  be  included  in  the  Code  of 
Federal  Regulations  (“CFR”).  As  a  re¬ 
sult,  the  regulation  will  be  revised  when 
CFR  is  updated  to  reflect  any  amend¬ 
ments  adopted  during  the  year  and  reg¬ 
istrants  will  be  able  to  obtain  a  current 
copy  of  the  disclosure  provisions  more 
easily. 

B.  NARRATIVE  DESCRIPTION  OF  THE 
BUSINESS 

In  general,  the  commentators  were  op¬ 
posed  to  the  proposal  to  require  regis¬ 
trants  to  describe  in  the  business  descrip¬ 
tion  included  in  registration  statements 
and  other  documents  the  various  industry 
segments  in  which  their  business  is  clas¬ 
sified  pursuant  to  the  provisions  of  SFAS 
No.  14.  In  their  view,  compliance  with 
the  proposed  requirement  would  have 
necessitated  lengthy,  complex  and  often 
repetitive  descriptions  in  the  filings. 
Further,  they  argued  that  the  lower  ma¬ 
teriality  threshold  which  would  have  re¬ 
sulted  from  the  proposed  requirement 
that  registrants  discuss  information  ma¬ 
terial  to  an  industry  segment  would  be 
inconsistent  with  the  approach  to  ma¬ 
teriality  articulated  by  the  Supreme 
Court  in  “TSC  Industries,  Inc.  v.  North¬ 
way,  Inc.”  •  These  commentators  recom- 


-426  U.S.  438  (1976). 


mended  that  the  proposal  be  revised  to 
require  registrants  to  describe  only  those 
matters  relating  to  the  performance  of 
the  individual  industry  segments  which 
are  material  to  or  would  materially  af¬ 
fect  the  registrant’s  overall  business  be¬ 
cause  investors  are  primarily  interested 
in  the  performance  of  an  enterprise  as 
a  whole. 

The  Commission  believes  that  disclo¬ 
sure  of  information  about  the  business 
and  the  principal  properties  of  a  com¬ 
pany's  reportable  industry  segments  in 
registration  statements,  reports  and 
other  documents  is  material  to  an  over¬ 
all  understanding  of  a  company’s  busi¬ 
ness.  The  amendments  adopted  today, 
however,  do  not  change  the  materiality 
threshold  but  reflect  the  same  considera¬ 
tions  that  registrants  should  take  into 
account  in  preparing  financial  state¬ 
ments  that  include  industry  segment  in¬ 
formation  pursuant  to  SFAS  No.  14.  The 
amendments  require  registrants  to  con¬ 
sider  both  quantitative  and  qualitative 
factors  in  determining  what  information 
is  material  and  should  be  disclosed  about 
their  segments.  Included  among  the  fac¬ 
tors  which  should  be  considered  are  the 
following:  The  significance  of  a  matter  to 
the  registrant  (for  example,  whether  a 
matter  with  a  relatively  minor  impact 
on  the  company’s  business  is  represented 
by  management  to  be  important  to  its 
future  profitability),  the  pervasiveness 
of  a  matter  (for  example,  whether  it  r  '- 
fects  or  may  affect  numerous  items  in  the 
segment  information)  and  the  impact 
of  a  matter  (for  example,  whether  it  dis¬ 
torts  the  trends  reflected  in  the  segment 
information).  As  a  result  of  the  focus 
upon  segments,  situations  may  arise 
when  information  should  be  disclosed 
about  a  segment,  although  the  informa¬ 
tion  in  quantitative  terms  may  not  ap¬ 
pear  significant  to  an  unc'erstanding  of 
the  registrant’s  business  taken  as  a  whole. 

C.  SEGMENT  REPORTING 

One  of  the  most  frequently  raised  ob¬ 
jections  to  the  proposed  amendments  an¬ 
nounced  in  the  May  release  was  that  they 
w'ould  require  additional  disclosure  not 
required  by  SFAS  No.  14.  The  com¬ 
mentators  argued  that  SFAS  No.  14  was 
issued  after  extensive  research  and  eval¬ 
uation  by  the  FASB  and  the  Commission 
should  at  least  monitor  the  quality  and 
extent  of  the  disclosure  made  pursuant 
to  the  accounting  pronouncement  prior 
to  expanding  its  requirements.  In  their 
view,  the  FASB  considered  the  ad¬ 
ditional  requirements  which  the  Com¬ 
mission  proposed  and  concluded  that 
they  should  not  be  required  for  generally 
accepted  accounting  principles  which 
are  applicable  to  both  publicly  and  pri¬ 
vately  held  companies. 

1.  Intersegment  and  intraenterprise 
transfers.  The  commentators  argued 
against  the  proposals  to  require  certain 
additional  data  about  intersegment  and 
intraenterprise  sales  or  transfers.  The 
proposal  to  require  additional  informa¬ 
tion  about  the  intersegment  and  intra- 
enterprise  transfers  was  criticized  pri¬ 
marily  because  commentators  believed 
that  the  proposal  was  not  justifiable  from 
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a  cost-benefit  standpoint.  Compliance 
with  the  proposed  requirements  would 
have  entailed  considerable  expense  to 
companies  whose  existing  accounting 
systems  are  not  now  designed  to  generate 
this  type  of  information.  Further,  they 
argued  that  the  confidential  and  proprie¬ 
tary  information  would  not  have  been 
useful  to  either  the  company  or  investors 
because  it  might  have  been  potentially 
confusing  and  might  have  obfuscated 
more  important  data. 

The  Commission  continues  to  believe 
that  under  certain  circumstances  dis¬ 
closure  about  intersegment  and  intra- 
enterprise  sales,  transfers  or  purchases 
should  be  included  in  a  document  which 
contains  detailed  segment  financial  in¬ 
formation.®  The  disclosure  provisions 
adopted  today  require  additional  infor¬ 
mation  about  such  transfers  when  the 
intersegment  or  intraenterprise  trans¬ 
fers  are  made  at  prices  substantially 
higher  or  lower  than  prevailing  market 
prices  for  similar  products  or  services  or 
at  prices  substantially  higher  or  lower 
than  those  charged  to  imafflliated  par¬ 
ties  for  similar  products  or  services  and 
the  effect  of  this  pricing  practice  on  the 
revenue  and/or  profit  or  loss  of  a  seg¬ 
ment  or  geographic  area  is  quantita¬ 
tively  or  qualitatively  material  to  an  un¬ 
derstanding  of  the  registrant’s  business 
taken  as  a  whole.  The  analysis  of  the 
effect  of  the  pricing  practice  on  the  per¬ 
formance  of  the  segments  or  geographic 
areas  should  entail  the  consideration  of 
those  factors  mentioned  above  with  re¬ 
spect  to  the  materiality  of  narrative  in¬ 
formation  about  segments.  In  lieu  of  the 
proposed  detailed  financial  information 
about  these  transfers,  the  Commission 
believes  that  a  narrative  discussion  of 
the  basis  of  accounting  for  such  trans¬ 
fers  and  of  the  effect  of  the  transfers 
on  the  revenue  and/or  profit  or  loss  of 
the  segment  or  geographic  area  will  be 
adequate  disclosure.  This  information 
should  enable  investors  to  better  under¬ 
stand  the  dependence  of  one  industry 
segment  upon  another  and  to  evaluate 
the  risks  and  consequences  of  the  com¬ 
pany’s  foreign  business:  moreover,  this 
approach  is  consistent  with  the  disclosure 
which  was  required  by  the  line  of  busi¬ 
ness  provisions.  An  instruction*  to  the 
line  of  business  provisions  required  regis¬ 
trants  to  describe  the  methods  of  pricing 
intracompany  transfers  of  products  or 
services  or  the  methods  of  allocation  of 
common  or  corporate  costs,  any  material 
changes  between  periods  in  such  methods 
and  the  effect  thereof  if  the  pricing 
methods  materially  affected  the  reported 
contribution  to  income  of  a  line  of  busi¬ 
ness. 

2.  Dominant  segments.  The  commen¬ 
tators  also  expressed  opposition  to  the 


3  Paragraphs  23  and  35(a)  of  SPAS  No.  14 
require  companies  to  disclose  the  “basis  of 
account In'^  f  r  Intersegment  (and  Intra- 
enteririse)  sales  or  transfers.” 

‘Instruction  4  of  Item  9(b)(1),  Form  S-1 
(17  CFR  239.11)  and  Instruction  4,  Items 
1(d)  (1),  Form  10  (17  CFR  249.210)  and  Form 
10-K  (17  CFR  249.310). 


proposed  disclosure  requirements  relat¬ 
ing  to  a  dominant  industry  segment. 
The  proposal  was  criticized  as  vague; 
the  commentators  observed  that  this  in¬ 
formation  would  be  unnecessary  because 
the  consolidated  financial  statements 
would  be,  for  all  intents  and  purposes, 
the  financial  information  about  the 
dominant  segment  itself. 

The  proposed  amendment  to  require 
segment  information  about  a  dominant 
segment  under  certain  circumstances 
was  intended  to  elicit  information  when 
the  performance  of  the  segment  during 
a  particular  period  of  time  might  not  be 
indicative  of  current  or  future  opera¬ 
tions  of  the  segment.®  For  example,  de¬ 
tailed  information  about  the  dominant 
segment’s  operations  would  be  useful  to 
investors  if  its  operation,  while  continu¬ 
ing  to  contribute  to  consolidated  revenue 
of  the  registrant  an  amount  which  ex¬ 
ceeds  90%  of  the  consolidated  revenue, 
begin  to  show  a  decline  or  an  increase 
which  is  expected  to  continue  as  a  result 
of  any  factors  known  to  the  registrant. 
The  amendments  adopted  today  do  not 
include  a  requirement  relating  to  finan¬ 
cial  information  about  a  dominant  seg¬ 
ment  because  the  Commission  believes 
that  existing  provisions  require  appropri¬ 
ate  disclosure.  Guides  22  and  1  “  (Securi¬ 
ties  Act  Release  No.  5520,  Securities  Ex¬ 
change  Act  Release  No.  10961,  Accounting 
Series  Release  No.  159  (August  14,  1974) , 
(39  FR  31894) )  of  the  Guides  for  the 
Preparation  and  Filing  of  Registration 
Statements  under  the  Securities  Act  of 
1933  (17  CFR  Part  231)  and  of  the  Guides 
for  the  Preparation  and  Piling  of  Re¬ 
ports  and  Proxy  and  Registration  State¬ 
ments  under  the  Securities  Exchange 
Act  of  1934  (17  CFR  Part  241)  state  that 
the  management’s  discussion  and  anal¬ 
ysis  of  the  summary  of  operations; 

[s|hould  Include  a  discussion  of  material 
facts,  whether  favorable  or  unfavor¬ 
able,  *  »  ♦  which,  in  the  opinion  of  manage¬ 
ment,  may  make  historical  operations  or 
earnings  as  reported  in  the  summary  of 


»  Paragraph  20  of  SFAS  No.  14  states  that 
a  company  which  operates  in  a  single  in¬ 
dustry  or  whose  operations  are  predomi¬ 
nantly  in  a  dominant  segment  need  not  set 
forth  the  required  financial  information  for 
the  single  or  dominant  segment.  A  dominant 
segment  is  defined  in  this  paragraph  as  a 
segment  whose  revenue,  operating  profit  or 
loss  and  identifiable  assets  each  constitute 
more  than  90  percent  of  related  combined 
totals  for  all  Industry  segments  and  no  other 
industry  segment  is  reportable. 

*  Guides  22  and  1  require  disclosure  to 
clarify  and  explain  the  financial  information 
called  for  by  the  Summary  of  Earnings  and 
Statement  of  Income  items  of  certain  forms 
under  the  Securities  Act  and  similar  sum¬ 
maries  required  by  certain  forms  under  the 
Exchange  Act.  The  management  discussion 
and  analysis  of  the  Summary  of  Earnings  or 
the  Summary  of  Operations  is  Intended  to 
explain  miterlal  periodic  changes  in  the 
amounts  of  the  items  of  revenue  and  ex¬ 
penses  and  changes  in  accounting  principles 
or  practices  or  in  the  method  of  their  appli¬ 
cation  that  have  a  material  effect  on  net 
Income  as  reported. 


earnings  not  indicative  of  ctirrent  or  future 
operations  or  earnings.’ 

3.  Interim  period  segment  reporting. 
Some  of  the  commentators  also  took  is¬ 
sue  with  the  Commission’s  proposal  to 
require  segment  information  for  interim 
periods.  They  argued  that  the  informa¬ 
tion  would  have  been  costly  and  difficult 
to  generate  and  might  not  have  been 
very  useful  because  of  the  broad  alloca¬ 
tions  necessary  for  interim  segmenta¬ 
tion. 

Recently,  the  FASB  amended  SFAS 
No.  14  in  Statement  of  Financial  Ac¬ 
counting  Standards  No.  18,  “Financial 
Reporting  for  Segments  of  a  Business 
Enterprise — Interim  Financial  State¬ 
ments,  an  amendment  of  FASB  State¬ 
ment  No.  14”  (November  1977)  (“SFAS 
No.  18  ’) .  The  FASB  announced  in  SFAS 
No.  18  that  it  had  reconsidered  the  ques¬ 
tion  of  whether  segment  information 
should  be  included  in  interim  financial 
statements  and  determined  to  eliminate 
the  requirement  from  SFAS  No.  14.  Fur¬ 
ther,  the  Board  stated  that  the  subject 
of  interim  financial  reporting  is  on  its 
technical  agenda  and  the  issues  ad¬ 
dressed  in  that  project  include  the  type 
of  financial  information  that  should  be 
reported  for  interim  periods.* 

The  amendments  relating  to  the  dis¬ 
closure  of  information  for  interim  pe¬ 
riods  were  proposed  because  the  Com¬ 
mission  believ^  that  such  disclosures 
were  required  by  SFAS  No.  14  and  that 
segment  financial  information  for  an  in¬ 
terim  period  might  be  material  to  a  full 
understanding  of  the  interim  period  fi¬ 
nancial  statements.  Upon  reconsidera¬ 
tion  of  the  proposed  amendments,  the 
Commission  believes  that  information 
about  the  interim  performance  of  the 
segments  should  be  required  only  imder 
certain  circumstances.  Therefore,  and 
because  the  FASB  deleted  their  require¬ 
ment  from  SFAS  No.  14,  the  amend¬ 
ments  adopted  today  only  require  regis¬ 
trants  to  discuss  those  facts  relating  to 
the  performance  of  any  of  the  segments 
during  the  period  which,  in  the  opinion 
of  management,  indicate  that  the  five 
year  segment  financial  data  may  not  be 
indicative  of  current  or  future  opera¬ 
tions  of  the  segment. 

The  Commission’s  earlier  release  also 
requested  comments  on  the  recommenda¬ 
tion  of  the  Advisory  Committee  on  Cor¬ 
porate  Disclosure*  (“Advisory  Commit¬ 
tee”)  that  segment  financial  data  be  re¬ 
quired  in  quarterly  reports  on  Form  10-Q 
(17  CFR  249.308)  under  the  Exchange 
Act.  Approximately  80  percent  of  the 
commentators  argued  that  this  informa¬ 
tion  should  not  be  required.  Their  pri¬ 
mary  objection  to  this  proposal  was  that 


’Paragraph  (b)  of  Guides  22  and  1,  last 
sentence. 

®  Paragraph  3,  SFAS  No.  18. 

» It  was  the  Advisory  Committee’s  view  that 
quarterly  segment  Information  would  assist 
users  in  evaluating  earnings  statements  and 
forecasts.  See  Report  of  the  Advisory  Com¬ 
mittee  on  Corporate  Disclosure  to  the  Secur¬ 
ities  and  Exchange  Commission  D-18 — D-20, 
D-38,  380-390  (1977)  [hereinafter  cited  as 
Advisory  Committee  Report]. 
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many  companies  would  be  unable  to  com¬ 
pile  the  information  in  a  timely  fashion 
because  they  do  not  routlnrfy  generate 
the  data  on  a  quarterly  basis  or  because 
of  the  amount  of  information  which 
would  be  required  to  be  presented. 

The  Commission  believes  that  it  would 
be  inappropriate  to  propose  amendments 
to  require  segment  information  for  quar¬ 
terly  periods  at  this  time.  A  more  rea¬ 
soned  decision  on  this  issue  will  be  as¬ 
sured  by  consideration  of  the  FASB’s 
conclusions  on  interim  period  financial 
information  “  and  by  an  analysis  of  the 
experiences  of  registrants  and  investors 
alike  with  the  additional  segment  in¬ 
formation. 

Until  such  time,  however,  the  Com¬ 
mission  believes  that  the  management’s 
analysis  of  the  quarterly  income  state¬ 
ments.  required  by  Instruction  5  to  Part 
1  of  Form  10-Q,  should  include  a  discus¬ 
sion  of  any  segment  information  which 
is  important  to  the  explanation  of  ma¬ 
terial  changes  in  the  amounts  of  revenue 
and  expense  items  discussed  in  this 
analysis.** 

4.  Duplication  of  SFAS  No.  14.  Se¬ 
curities  Act  Release  No.  5826  was  also 
criticized  because  the  inclusion  of  ex¬ 
cerpts  of  SFAS  No.  14  in  the  proposed 
disclosure  requirements  would  have  de¬ 
layed  the  application  of  future  improve¬ 
ments  in  the  accounting  standard  to  the 
Commission’s  disclosure  provisions.  Fur¬ 
ther,  registrants  would  have  been  re¬ 
quired  to  more  carefully  scrutinize  the 
differences  between  SFAS  No.  14  and 
the  Commission’s  requirements  to  eval¬ 
uate  their  respective  disclosure  provi¬ 
sions  because  SPAS  No.  14  was  dupli¬ 
cated  only  in  part  in  the  proposed 
amendments. 

Tlie  Commission  does  not  intend  to 
require  disclosure  about  industry  seg¬ 
ments  or  geographic  areas  which  are 
different  from  the  segments  or  geo¬ 
graphic  areas  included  in  the  financial 
statements.  Excerpts  of  SFAS  No.  14 
were  included  in  the  proposed  amend¬ 
ments  in  order  to  more  fully  set  forth  the 
disclosure  requirements.  Since  this  ap¬ 
proach  served  to  confuse  rather  than 
edify  and  assist,  generally,  the  amend¬ 
ments  adopted  today  require  disclosure 
of  the  information  which  Is  or  was  in¬ 
cluded  in  the  financial  statements.**  This 

^''See  SPAS  No.  18  and  text  accompanying 
footnote  8. 

n  In  the  opinion  of  the  Commission,  a  dis¬ 
cussion  which  focuses  on  the  segment  In¬ 
formation  would  be  consistent  with  Instruc¬ 
tion  5  of  Part  I  of  the  Form  10-Q,  which 
states  that  “(e)  xplanatlons  of  material 
changes  should  include,  but  not  be  limited 
to,  changes  in  the  various  elements  which 
determine  revenue  and  expense  levels  such 
as  unit  sales  volume,  prices  charged  smd  paid, 
production  levels,  production  cost  variances, 
labor  costs  and  discretionary  spending  pro¬ 
grams.”  See  also  text  accompan3rlng  footnote 
15. 

“  See  the  discussion  Included  in  the 
synopsis  of  the  amendments  at  11(A)(2) 
andn(A)(4). 


action  should  serve  to  reinforce  the 
Commission’s  intention  to  coordinate 
the  Commission’s  line  of  business  in¬ 
formation  with  the  segment  disclosure 
requirements  of  SFAS  No.  14  and  its 
policy  of  looking  first  to  the  private 
sector  for  the  promulgation  of  general¬ 
ly  accepted  accounting  principles." 

5.  Management’s  Discussion  and  An¬ 
alysis.  In  Securities  Act  Release  No. 
5826,  the  Commission  urged  registrants 
to  include  within  the  Management’s 
Discussion  and  Analysis  of  the  Summary 
of  Operations  pursuant  to  Guides  22  and 
1  analyses  of  the  performance  of  the 
industry  segments.  Amendments  along 
these  hnes  were  not  proposed  at  that 
time  because  the  Commission  under¬ 
stood  that  the  Advisory  Committee  in¬ 
tended  to  recommend  various  other  revi¬ 
sions  to  these  guides.  Although  a  few 
commentators  concurred  that  this  type 
of  information  should  be  required  in  the 
management’s  discussion,  most  com¬ 
mentators  suggested  that  the  Commis¬ 
sion  take  a  flexible  approach  to  the  in¬ 
clusion  of  segment  data  in  this  discus¬ 
sion.  While  they  argued  for  materiality 
guidelines,  they  objected  to  the  adop¬ 
tion  of  arbitrary  percentages. 

In  its  report  to  the  Commission,  the 
Advisory  Committee  recommended  vari¬ 
ous  amendments  to  Guides  22  and  1  in¬ 
cluding  amendments  which  would  re¬ 
quire  an  analyi^  of  the  financial 
statements  by  segment.”  The  Commis¬ 
sion  expects  that  it  may  consider  the 
publication  for  comment  of  proposed 
amendments  to  Guides  22  and  1  and  to 
the  instructions  relating  to  manage¬ 
ment’s  analysis  of  quarterly  income 
statements.’"  The  concerns  expressed  by 
commentators  would  be  considered  in 
connection  with  the  proposal  of  any 
amendments  to  the  Guides  and  to  Form 
10-Q.  Registrants  are  encouraged,  in  the 
meantime,  however,  to  include  analyses 
of  the  performance  of  the  industry  seg¬ 
ments  within  the  management’s  discus¬ 
sion  of  the  summary  of  operations  and 
in  their  analysis  of  the  income  statement 
included  in  a  quarterly  report. 

It  is  expected  that  future  amendment.s 
to  Guides  22  and  1  might  include  two  of 
the  disclosure  requirements  which  are 
being  adopted  today.  These  are;  (1)  The 
discussion  relating  to  intersegment  and 
intraenterprise  sales  or  transfers;  and 
(2)  the  discussion  of  interim  period  seg¬ 
ment  financial  information.  The  two  re¬ 
quirements  likely  would  be  rescinded 
from  Regulation  S-K  if  the  contemplated 
amendments  to  Guides  22  and  1  are 
adopted  because  it  appears  that  this  in¬ 
formation  might  more  logically  be  in- 

“See  Accounting  Series  Release  No.  150 
(Dec.  20,  1973)  (39  PR  1260). 

See  Advisory  Committee  Report,  supra 
footnote  9,  at  D-17 — D-18,  D-47 — D-48,  366- 
374. 

“Instruction  5  to  Part  I  of  Form  10-Q, 
“Management  Analysis  of  Quarterly  Income 
Statements."  See  also  footnote  11  and  ac- 
compan3ring  text. 


eluded  together  w’ith  the  narrative  ex¬ 
planation  of  the  summary  of  operations. 

D.  FOREIGN  private  ISSUERS 

The  Commission  specifically  requested 
comments  on  whether  foreign  private 
issuers  which  file  registration  state¬ 
ments  under  the  Securities  Act  should  be 
required  to  include  segment  data.  A  ma¬ 
jority  of  the  commentators  argued  that 
foreign  private  issuers  should  b«  required 
to  comply  with  all  of  the  adopted  amend¬ 
ments  because  they  compete  for  the  same 
investment  markets  as  domestic  issuers 
and  must  comply  with  SFAS  No.  14  and 
because  adequate  protection  of  investors 
depends  upon  the  applicability  of  uni¬ 
form  standards  of  accounting,  disclosure 
and  review  to  all  issuers  selling  securities 
in  the  United  States.  The  minority  (rf  the 
commentators  opposed  the  imposition  of 
segment  reporting  requirements  on  for¬ 
eign  private  issuers,  at  least  for  the  pres¬ 
ent,  because  of  the  disparity  between 
United  States  and  foreign  disclosure  re¬ 
quirements  and  the  possibility  that  for¬ 
eign  private  issuers  would  as  a  result  be 
deterred  from  entering  the  United  States 
market. 

The  Commission  believes  that  foreign 
private  issuers  should  be  required  to  fur¬ 
nish  the  same  segment  financial  infor¬ 
mation  as  that  which  is  required  to  be 
presented  by  domestic  issuers  because 
similar  information  about  issuers  is  es¬ 
sential  to  a  full  analysis  of  various  in¬ 
vestment  alternatives.’®  Therefore,  the 
amendments  adopted  today  do  not  ex¬ 
empt  foreign  private  issuers  from  their 
reporting  requirements.’" 

II.  Specific  Amendments 

A.  ADOPTION  of  TWO  ITEMS  OF  REGULATION 
S-K 

The  Commission  believes  that  compU- 
ance  with  the  securities  acts  will  be  fa¬ 
cilitated  by  the  development  of  a  uni¬ 
form  disclosure  regulation.  While  the  ac¬ 
tion  taken  today  adopts  only  two  items 
of  the  regulation,  the  Commission  in¬ 
tends  to  adopt  other  items  as  disclosure 

“  This  approach  coincides  with  the  Com¬ 
mission's  rationale  for  proposing  for  com¬ 
ment  the  new  Form  20-F  (17  CFR  249.220-f) . 
applicable  to  the  registration  of  secvirities 
of  foreign  private  issuers  pursuant  to  section 
12  (b)  or  (g)  of  the  Securities  Exchange  Act 
of  1934  and  for  annual  reports  of  foreign 
private  issuers  filed  pursuant  to  sections  13 
or  15(d)  of  that  Act.  In  Securities  Exchange 
Act  Release  No.  14128  (Nov.  2,  1977)  (42  FR 
58676),  the  Commission  proposed  amend¬ 
ments  which  would  require  foreign  private 
issuers  to  provide  the  same  segment  financial 
disclosure  as  was  proposed  for  comment  in 
Securities  Act  Release  No.  5826.  The  Commis¬ 
sion  stated,  however,  that  it  recognized  that 
the  new  requirements  might  present  some 
Initial  difficulties  for  such  companies  and 
stated  that  the  information  would  not  be 
required  in  the  financial  statements  or  in 
the  business  description  with  respect  to  fis¬ 
cal  years  beginning  prior  to  January  1.  1979. 

"But  cf.  Rule  409  (17  CFR  230.409)  under 
the  Securities  Act  and  Item  1(e),  Regulations 
S~K. 
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provisions  involving  more  than  one  of 
the  various  forms  for  the  registration  of 
securities  or  for  the  reporting  to  or  so¬ 
licitation  of  security  holders  are  amend¬ 
ed.  The  adoption  of  the  business  descrip¬ 
tion  and  properties  items  today,  Items  1 
and  2  respectively,  results  in  the  elim¬ 
ination  of  immaterial  differences  be¬ 
tween  these  two  items  included  in  the 
various  disclosure  forms  and  provides 
new  reporting  provisions  intended  to  im¬ 
prove  the  description  of  the  business  of 
registrants  for  the  benefit  of  investors. 

It  should  be  noted  that  Regulation 
S-K  contains  specific  disclosure  require¬ 
ments  to  be  used  by  registrants  in  the 
preparation  of  certain  registration 
statements,  reports  and  proxy  or  infor¬ 
mation  statements.  Concomitant  with 
the  adoption  of  the  two  items  of  Regu¬ 
lation  ^K,  the  Commission  has  adopted 
amendments  to  Forms  S-1,  10  and  10-K 
which  provide  that  the  registration 
statement  or  report  should  include  de¬ 
scriptions  of  the  business  and  properties 
of  the  registrant  prepared  in  accordance 
with  the  provisions  of  Items  1  and  2  of 
Regulation  S-K.  In  addition,  amend¬ 
ments  to  Form  S-7  (17  CFR  239.26), 
Form  S-8  (17  CFR  239.16b),  Schedule 
14A  of  Regulation  14A  (17  CFR  240.14a- 
101)  and  Rules  14a-3  (17  CFR  240.14a- 
3)  and  14c-3  (17  CFR  240.14c-3)  provide 
that  the  five  year  financial  information 
about  industry  segments,  classes  of  sim¬ 
ilar  products  or  services,  geographic 
areas  and  export  sales  of  the  registrant 
must  be  presented  in  accordance  with 
the  appropriate  provisions  of  the  busi¬ 
ness  item  of  the  newly  adopted  Regula¬ 
tion  S-K.”*  Form  S-7  is  also  amended  to 
require  description  of  material  oil  and 
gas  reserves  of  a  registrant  to  be  dis¬ 
closed  pursuant  to  paragraph  (b)  of 
Item  2  of  Regulation  S-K.  TTie  disclo¬ 
sure  system  ”*  should  be  simplified  and 


>'•  Forms  S-1  and  S-7  are  forms  for  the 
registration  of  securities  under  the  Securi¬ 
ties  Act.  Form  S-8  is  the  form  for  the  reg¬ 
istration  of  securities  under  the  Securities 
Act  to  be  offered  to  employees  pursuant  to 
certain  plans.  Form  10  is  the  general  form 
for  the  registration  of  securities  under  the 
Exchange  Act.  Form  10-K  is  the  form  for 
annual  reports  filed  pursuant  to  section  13 
or  15(d)  of  the  Exchange  Act  and  Schedule 
14A  specifies  the  Information  required  to  be 
set  forth  in  proxy  and  information  state¬ 
ments  filed  pursuant  to  section  14  of  the 
Exchange  Act.  Schedule  14A  under  the  Ex¬ 
change  Act  is  also  applicable  to  the  solicita¬ 
tion  of  proxies  under  the  Public  Utility  Hold¬ 
ing  Company  Act  of  1935  (15  U.S.C.  79a  el 
seq.,  as  amended  by  Pub.  L.  No.  94-29  (June 
4,  1975) )  and  the  Investment  Company  Act 
of  1940  (15  U.S.C.  80a-l  et  seq.,  as  amended 
by  Pub.  L.  No.  94-29  (June  4,  1975)).  Rules 
14a-3  and  14c-3  relate  to  annual  reports  to 
shareholders. 

i»The  business  description  items  of  Forms 
S-1  and  10  have  differed  slightly  from  the 
business  item  in  Form  10-K.  Regulation 
S-K  eliminates  the  differences,  making  It 
possible  for  registrants  to  use  the  same  busi¬ 
ness  descriptions  on  the  various  forms. 


duplication  of  efforts*  minimized  as  a 
result  of  the  development  of  Regulation 
S-K. 

B.  ITEM  1 -  DESCRIPTION  OF  BUSINESS 

Item  I  of  Regulation  S-K  has  been  re¬ 
organized  substantially  from  proposed 
Item  I  of  Form  S-K  in  order  to  set  forth 
the  provisions  in  an  order  which  the 
Commission  believes  may  be  appropriate 
for  the  presentation  of  the  description 
of  the  business.  Various  substantive 
changes  have  also  been  made  as  ex¬ 
plained  below. 

1.  Item  Ha) — General  developrhent  of 
business.  Item  Ka)  of  Regulation  S-K 
requires  registrants  to  describe  the  gen¬ 
eral  development  of  their  business  dur¬ 
ing  the  prior  five  years  or  such  shorter 
period  as  the  registrant  may  have  been 
engaged  in  business.  This  requirement 
is  not  new  to  either  Form  S-1  or  Form 
10.  Since  the  purpose  of  the  annual  re¬ 
port  on  Form  10-K  is  to  provide  informa¬ 
tion  about  the  operations  of  the  com¬ 
pany  during  its  most  recent  fiscal  year, 
a  registrant  is  required  to  discuss  in  this 
annual  report  only  the  general  develop¬ 
ment  of  its  business  during  the  fiscal 
year  for  which  the  annual  report  is  filed. 

Paragraph  (2)  of  Item  Ka)  of  Regu¬ 
lation  S-K  requires  certain  registrants 
filing  on  Form  S-1  under  the  Securities 
Act  or  Form  10  under  the  Exchange  Act 
to  discuss  their  plans  of  operation  in  the 
future.  This  requirement  was  formerly 
included  in  Instruction  9  to  Item  9(a) 
of  Form  S-1  and  Instruction  9  to  Item 
Kb)  of  Form  10. 

2.  Item  Kb) — Financial  information 
about  industry  segments.  Item  Kb)  of 
Regulation  S-K  requires  a  registrant  to 
state  for  five  fiscal  years  or  for  each  fis¬ 
cal  year  the  registrant  has  been  engaged 
in  business,  whichever  period  is  shorter, 
the  amounts  of  revenue  (with  sales  to  im- 
affiliated  customers  and  sales  or  trans¬ 
fers  shown  separately)  ,operating  profit 
or  loss  and  identifiable  assets  attributable 
to  each  of  the  registrant’s  industry  seg¬ 
ments.  The  revenue,  profit  and  asset  in¬ 
formation  relating  to  each  of  the  regis¬ 
trant’s  industry  segments  for  which  such 
information  is  presented  in  the  financial 
statements  should  be  furnished.  For 


In  July,  the  Commission  adopted  Guide 
4  of  the  Guides  for  the  Preparation  and 
Filing  of  Registration  Statements  and  Re¬ 
ports  under  the  Securities  Exchange  Act  of 
1934  in  Securities  Exchange  Act  Release  No. 
13639  (June  17,  1977)  (42  FR  31780).  This 
guide  permits  registrants  to  integrate  to  the 
extent  appropriate  their  annual  and  quar¬ 
terly  reports  to  shareholders  with  their  an¬ 
nual  and  quarterly  reports  on  Forms  10-K 
and  10-Q  respectively.  The  amendments 
adopted  today  should  encourage  further  this 
integration  because,  as  a  result,  the  financial 
Information  about  a  company’s  industry  seg¬ 
ments  and  geographic  areas  in  the  annual 
report  to  shareholders  will  be  the  same  as 
that  required  in  the  annual  report  on  Form 
lO-K. 


those  fiscal  years  for  which  financial 
statements  are  not  included  in  the  par¬ 
ticular  disclosure  document,  the  amend¬ 
ments  require  the  presentation  of  the 
revenue,  profit  and  asset  information 
which  the  company  included  in  its  fi¬ 
nancial  statements  for  those  fiscal  years 
pursuant  to  SFAS  No.  14  or  which  a 
company  filing  under  the  securities  acts 
for  the  first  time  would  have  included  in 
its  financial  statement  if  SFAS  No.  14 
had  been  effective  for  those  years.  As  a 
result,  the  information  which  is  required 
to  be  presented  will  be  the  same  as  that 
which  has  been  reported  by  registrants 
in  their  financial  statements,  unless 
they  are  restated  as  discussed  below. 

Under  certain  circumstances,  the  seg¬ 
ment  financial  information  for  the  pre¬ 
ceding  fiscal  years  must  be  restated  pur¬ 
suant  to  criteria  which  are  the  same  as 
those  which  appear  in  SFAS  No.  14.-' 
When  the  financial  statements  of  the 
registrant  as  a  whole  have  been  retro¬ 
actively  restated  or  when  there  has  been 
a  change  in  the  way  the  registrant’s 
products  or  services  are  grouped  into  in¬ 
dustry  segments  and  this  change  affects 
the  segment  being  reported,  paragraphs 
(b)(1)  (i)  ana  (d)(1)  of  Item  1  of  Reg¬ 
ulation  S-K  provide  that  the  historical 
segment  information  should  be  retro¬ 
actively  restated  unless  not  material. 

The  proposed  amendments  would  have 
required  registrants  to  disclose  within 
their  descriptions  of  business  the  follow¬ 
ing  information  about  their  industry  seg¬ 
ments  for  a  five-year  period:  revenue; 
operating  profit  (loss);  assets;  depreci¬ 
ation,  depletion  and  amortization  ex¬ 
penses;  capital  expenditures;  and  equity 
in  the  net  income  from  and  investment 
in  the  net  assets  of  unconsolidated  sub¬ 
sidiaries.  The  amendments  adopted  to¬ 
day  narrow  this  requirement  by  stating 
that  the  five-year  information  required 
to  be  presented  in  the  description  of 
business  need  include  revenue,  operating 
profit  (loss)  and  asset  data  only.  The 
other  items  of  information  about  the  in¬ 
dustry  segments  must  be  included  in  the 
financial  statements  pursuant  to  SFAS 
No.  14  and  the  Commission  believes  that 
it  is  unnecessary  to  require  the  presenta¬ 
tion  of  all  of  such  information  for  the 
full  five-year  period.  The  requirement  to 
do  so  might  have  discourage  registrants 
from  furnishing  other  statistical  data 
about  their  business  operations. 

Registrants  which  have  never  filed 
under  the  securities  acts  before  are  re¬ 
quired  by  the  amendments  to  present 
industry  segment  data  for  a  five  year 
period.  Since  line  of  business  information 
generally  is  not  available  to  such  com¬ 
panies,  this  requirement  is  no  more 
burdensome  than  was  the  requirement 
that  they  file  line  of  business  data  for 
five  years. 


^  Paragraph  40,  SFAS  No.  14. 
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With  the  exertion  of  those  filing  un¬ 
der  the  securities  acts  for  the  first  time, 
the  amendments  adopted  today  apply 
prospectively  only.  Paragraph  (2)  of 
Item  lib)  provides  that  all  other  regis¬ 
trants  may  furnish  line  of  business  in¬ 
formation  in  lieu  of  the  industry  segment 
data  for  fiscal  years  beginning  before 
December  16,  1976,  although  the  Com¬ 
mission  encourages  registrants  to  pro¬ 
vide  five  year  comparative  industry  seg¬ 
ment  information.  Any  lack  of  compa¬ 
rability  of  the  historical  line  of  business 
information  with  the  industry  segment 
information  should  be  explained  and 
registrants  should  state,  to  tlie  extent 
possible,  which  segments  are  equivalent 
or  substantially  similar  to  each  of  the 
lines  of  business,  the  approximate  per¬ 
centage  of  the  line  of  business  included 
in  each  industry  segment  and  the  basis 
for  the  new  classification.*  Any  other  in¬ 
formation  useful  to  an  understanding  of 
the  relationship  between  the  industry 
segments  and  the  lines  of  business 
should  be  discussed  also. 

The  absence  of  five  year  comparative 
segment  information  during  the  first  sev¬ 
eral  years  following  the  adoption  of  to¬ 
day’s  amendments  may  have  a  tempor¬ 
ary,  adverse  effect  on  the  analysis  of  the 
performance  of  the  various  segments  of 
a  company’s  business.  However,  the  Com¬ 
mission  believes  that  this  approach  is 
preferable  to  requiring  now  that  all  seg¬ 
ment  information  be  presented  for  a  five 
year  period  because  that  action  might 
have  discouraged  companies  from  reeval¬ 
uating  their  business  operations  for  pur¬ 
poses  of  complying  with  the  new  segment 
reporting  requirements. 

For  reasons  discussed  above  in  the  gen¬ 
eral  discussion  of  comments  received  on 
the  proposed  amendments,  paragraphs 
(ii)  and  (ili)  of  Item  Kb)  (1)  of  Regula¬ 
tion  S-K  require  registrants  to  discuss 
certain  intersegment  transfers  and  the 
performance  of  the  industry  segments 
during  an  interim  period.  If  Guides  22 
and  1  relating  to  the  management’s  dis¬ 
cussion  and  analysis  of  the  summary  of 
operations  are  amended  to  require  such 
discussion  to  focus  upon  segments,  the 
Commission  may  delete  these  paragxaphs 
from  Regulation  S-K.  Until  then,  how¬ 
ever,  registrants  may  discuss  material 
intersegment  transfers  and  the  perform¬ 
ance  of  industry  segments  during  an  in¬ 
terim  period  in  either  the  Management’s 
Discussion  of  the  Summary  of  Opera- 


-■  For  example,  this  explanation  might  read 
as  follows ;  The  operations  of  the  registrant’s 
electric  appliance  line  of  business  are  now 
reflected  in  its  refrigerator  and  small  kitchen 
appliance  industry  segments.  Approximately 
60  percent  of  the  revenue  and  45  percent  of 
the  profit  of  the  electric  appliance  line  of 
business  is  included  in  the  financial  data 
abo  it  ’he  refrigerator  industry  segment.  Tire 
electric  appliance  line  of  business  has  been 
reclas..iiicd  into  two  industry  segments  be¬ 
cause  rsfri’erat.'irs  and  .small  kitchen  appli¬ 
ances  are  manufactured  in  different  plants, 
have  different  uses,  and  are  subject  to  dif¬ 
ferent  growth  and  profitability  factors  de- 
,spite  the  similarity  of  marketing  methods 
lor  each. 


lions  or  in  the  description  of  their  busi¬ 
ness.  The  information  need  not  accom¬ 
pany  the  tabular  presentation  of  rev¬ 
enue,  profit  and  asset  information  unless 
the  registrant  believes  that  its  presenta¬ 
tion  there  will  improve  an  understand¬ 
ing  of  his  information. 

3.  Item  1(c) — Narrative  description  of 
business.  Item  Kc)  of  Regulation  S-K 
requires  registrants  to  describe  their 
busines  operations.  The  business  descrip¬ 
tion  should  focus  on  the  registrant’s 
dominant  segment  or  each  of  the  report- 
able  industry  segments  about  which 
financial  information  is  presented  in  the 
financial  statements.  ’This  requirement 
integrates  the  textual  disclosures  re¬ 
quired  by  the  Commision  forms  with  the 
segmental  financial  statement  disclosures 
required  by  SFAS  No.  14;  the  additional 
information  about  the  business  opera¬ 
tions  of  these  segments  should  provide 
investors  with  more  meaningful  infor¬ 
mation  about  the  segments  and  should 
improve  their  understanding  of  the 
financial  information  required  by  SFAS 
No.  14. 

Information  about  the  following  mat¬ 
ters  is  required  to  be  presented  for  each 
industry  segment  to  the  extent  material 
to  an  understanding  of  the  registrant’s 
business  taken  as  whole:  the  principal 
products  and  services  produced  or 
rendered  by  the  segment:  any  new  prod¬ 
ucts  or  services  about  which  the  regis¬ 
trant  has  directly  or  indirectly  made  in¬ 
formation  public:  the  sources  and  avail¬ 
ability  of  raw  materials:  the  importance 
to  the  industry  segment  and  the  duration 
and  effect  of  all  patents,  trade  marks,  li¬ 
censes,  franchises  and  concessions  held; 
the  extent  to  which  the  business  of  the 
industry  segment  is  or  may  be  seasonal; 
practices  of  the  registrant  or  the  indus¬ 
try  relating  to  working  capital  items; 
principal  customers;  backlog;  govern¬ 
ment  business;  and  competitiem  in  the 
industry.  ’The  determination  whether  the 
aforementioned  matters  are  material  and 
should  be  discussed  in  the  description  of 
each  segment  should  depend  upon  an 
analysis  of  both  quantitative  and  quali¬ 
tative  factors:  examples  of  factors  rele¬ 
vant  to  this  analysis  are  set  forth  in 
Item  1(c)(1)  and  have  been  discussed 
above  in  Section  KB)  of  this  release. 

In  connection  with  the  description  of 
a  particular  industry  segment’s  principal 
products  or  services.  Item  (l)(c)(l)(i) 
requires  companies  to  state  the  amount 
or  percentage  of  consolidated  revenue 
contributed  by  any  class  or  similar  prod¬ 
ucts  or  services  which  accounted  for  ten 
percent  or  more  of  consolidated  revenue 
in  either  of  the  registrant’s  last  two  fiscal 
years  or  15  percent  or  more  of  consoli¬ 
dated  revenue  if  consolidated  revenue  did 
not  exceed  $50,000,000  during  either  of 
such  fiscal  years.  Some  commentators 
argued  that  an  industry  segment  will  In¬ 
clude  only  one  class  of  related  products 
or  services  and  therefore  the  proposed 
requirement  to  present  revenue  informa¬ 
tion  for  each  class  of  similar  products  or 
services  would  be  duplicative  of  the  in¬ 
dustry  segment  information  and  there¬ 
fore  unnecessary.  'Tlie  Commission  has 


retained  this  disclosure  requirement  be¬ 
cause  some  companies  may  have  industry 
segments  which  include  more  than  one 
class  of  similar  products  or  services,  and 
the  required  disclosure  of  revenue  con¬ 
tributed  by  each  class  should  promote  - 
better  understanding  of  these  operations. 

The  disclosure  requirement  relating  to 
descriptions  of  products  or  services  has 
also  been  amended  to  delete  the  require¬ 
ment  that  changes  in  the  kinds  of  prod¬ 
ucts  produced  or  services  rendered  or  in 
the  markets  or  methods  of  distribution 
during  the  past  three  fiscal  years  be  dis¬ 
cussed.  Any  material  changes  would  be 
required  to  be  described  pursuant  to  par¬ 
agraph  ia)  of  the  item. 

The  instruction  to  Item  1(c)(1)  (ii) 
requires  registrants  to  furnish  to  the 
staff  upon  request  certain  supplemental 
irvformation  if  the  registrant  has  re¬ 
cently  introduced  a  new  product  or  a 
new  industry  segment  or  has  made  pub¬ 
lic  its  intention  to  introduce  a  new 
product  or  segment  and  the  development 
of  the  product  or  segment  requires  the 
investment  of  a  material  amount  of  the 
assets  of  the  registrant  or  is  otherwise 
'n  iterial.  The  staff  may  request  regis- 
biants  to  furnish  studies  prepared  for 
the  registrant  by  outside  persons  or  cer¬ 
tain  internal  studies,  documents,  reports 
or  memoranda  if  the  registrant  based 
its  decision  to  develop  the  product  or  to 
do  business  in  the  new  segment  on  the 
conclusions,  recommendations  or  find¬ 
ings  in  the  documents.  The  Commission 
believes  studies  may  contain  trade  se¬ 
crets  and  commercial  or  financial  infor¬ 
mation  the  disclosure  of  which  might 
have  an  adverse  effect  on  a  registrant’s 
competitive  position.  Therefore,  upon 
completion  of  its  review  of  the  contents 
of  such  studies,  the  staff  will  return 
them  to  the  registarant  at  its  request 
where  consistent  with  the  protection  of 
investors  and  the  Freedom  of  Informa¬ 
tion  Act  (“FOIA”),  5  U.S.C.  552.  The 
Commission  believes  that  to  the  extent 
that  these  studies  contain  trade  secrets 
or  confidential  commercial  or  financial 
information  submitted  in  confidence 
they  should  not  be  subject  to  release 
upon  request  by  someone  under  the 
FOIA  because  of  the  exemption  for  such 
confidential  information.*  Nevertheless, 
the  Commission  believes  that  the  proce¬ 
dure  for  the  return  of  the  information 
to  registrants  will  further  a.ssure  the 
confidentiality  of  the  information  and 
will  avoid  the  retention  by  the  Commis¬ 
sion  of  information  which  is  not  neces¬ 
sary  for  the  protection  of  investors.  If 
the  Commission  receives  a  request  filed 
under  the  FOIA  for  material  relating  to 
a  company  as  to  which  such  supplemen¬ 
tal  information  has  been  received,  the 
company  will  be  notified  and  the  sup¬ 
plemental  information  withheld  where 
consistent  with  the  FOIA.  When  appro¬ 
priate,  however,  the  material  will  not  be 
returned  to  the  company  during  con¬ 
sideration  of  the  request.  This  supple¬ 
mental  information  is  intended  to  assist 
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the  staff  in  considering  whether  inves¬ 
tors  should  be  provided  with  more  in¬ 
formation  in  the  document  about  the 
new  product  or  industry  segment.  The 
staff  will  request  the  information  only 
when  it  believes  that  the  supplemental 
information  will  be  useful  to  its  review 
of  a  filing. 

Another  proposed  disclosure  provision 
relating  to  industry  segments  which 
elicited  some  criticism  was  the  require¬ 
ment  to  discuss  competitive  conditions 
in  the  industry.  Some  commentators  ar¬ 
gued  that  the  disclosure  of  the  identity 
of  principal  competitors  in  an  industry 
segment  would  have  adversely  affected 
their  ability  to  compete.  Registrants  are 
required  by  provisions  in  effect  today  to 
discuss  in  registration  statements  and 
reports  competitive  conditions,  giving 
separate  consideration  to  principal  prod¬ 
ucts  or  services  or  classes  of  products 
or  services.  In  addition,  they  are  re¬ 
quired  to  identify  dominant  competitors 
where  one  or  a  small  number  are  domi¬ 
nant.  The  requirement  that  registrants 
name  the  principal  competitors  of  their 
various  industry  segments  should  not 
present  compliance  difficulties  because 
the  disclosure  is  required  only  when  reg¬ 
istrants  know  that  one  or  a  small  num¬ 
ber  of  companies  or  entities  are  domi¬ 
nant  in  the  industry  and  this  informa¬ 
tion  is  material  to  investors. 

Various  commentators  argued  that  the 
requirement  to  identify  principal  cus¬ 
tomers  of  the  industry  segments  would 
have  adversely  affected  a  company’s 
ability  to  compete  and  that  the  identity 
of  such  customers  might  not  have  been 
material  to  an  understanding  of  the 
registrant  and  its  subsidiaries  as  a  whole. 
Therefore,  paragraph  (vii)  of  Item  1(c) 
(1)  requires  registrants  to  discu.ss  the 
dependence  of  an  industry  segment  on  a 
single  customer  or  a  few  customers  the 
loss  of  any  one  or  more  of  whom  would 
have  an  adverse  effect  on  the  segment  if 
this  information  is  material  to  an  under¬ 
standing  of  the  company’s  business  taken 
as  a  whole.  The  name  of  each  such  cus¬ 
tomer  and  its  relationship  to  the  regis¬ 
trant  are  required  to  be  disclosed  only 
when  the  sales  to  the  customer  are  made 
by  a  segment  in  an  amoimt  which  is 
equal  to  10  percent  or  more  of  the  reg¬ 
istrant’s  consolidated  revenue.  As  pro¬ 
posed,  the  identity  of  the  principal  cus¬ 
tomers  of  each  segment  would  have  been 
required  disclosure  regardless  of  the 
materiality  of  the  customer  to  the  reg¬ 
istrant’s  business  taken  as  a  whole. 
Although  some  commentators  argued 
that  the  Commission  should  not  go  be¬ 
yond  the  customer  disclosure  require¬ 
ments  of  SFAS  No.  14,"^  disclosure  of  the 
names  of  certain  customers  has  been  re¬ 
quired  for  a  number  of  years  and  the 
Commission  believes  this  information  is 
material  to  investors  and,  accordingly, 
should  continue  to  be  reported. 

‘Paragraph  39  of  SFAS  No.  14  only  requires 
disclosure  of  the  fact  that  an  enterprise  re¬ 
ceives  more  than  10  percent  of  Its  revenues 
from  sales  to  a  single  customer. 


Item  1(c)  (2)  (ii)  requires  registrants 
to  disclose  the  identities  of  all  customers 
to  which  sales  are  made  in  amoimts 
which  equal  ten  percent  or  more  of  the 
registrant’s  consolidated  revenue,  unless 
such  customers  have  already  been  iden¬ 
tified  in  the  description  of  the  company’s 
industry  segments.  This  requirement  is 
necessary  because  an  individual  customer 
may  not  purchase  a  substantial  amount 
from  any  one  industry  segment  although 
ten  percent  or  more  of  the  registrant’s 
consolidated  revenue  may  be  derived 
from  sales  to  that  customer.  For  pur¬ 
poses  of  both  this  requirement  and  the 
requirement  that  registrants  identify  a 
segment’s  customers  where  material,  a 
group  of  customers  under  common  con¬ 
trol  and,  if  material,  customers  which 
are  afliliates  of  each  other,  should  be 
regarded  as  a  single  customer. 

As  proposed,  registrants  would  have 
been  required  to  disclose  the  amount  of 
the  registrant’s  expenses  for  material  re¬ 
search  and  development  activities  by 
segment.  Various  commentators  noted 
that  companies  generally  do  not  engage 
in  research  and  development  activities 
on  an  industry  segment  basis  and  tliat 
the  allocation  of  portions  of  such  re¬ 
search  to  the  various  segments  may  or 
may  not  be  possible  depending  upon  the 
type  of  research  undertaken  by  the  com¬ 
pany.  Therefore,  the  amendments 
adopted  today  require  registrants  to  dis¬ 
close  research  and  development  ex¬ 
penses  as  to  the  company  in  general  and 
to  identify  the  mdustry  segments  which 
have  engaged  in  research  and  develop¬ 
ment  activities  to  the  extent  material. 

Item  1(c)  (2)  (i)  states  that  the 
amount  of  company -sponsored  research 
and  development  expenses  should  be  de¬ 
termined  in  accordance  with  generally 
accepted  accounting  principles.  This 
provision  is  adopted  because  the  use  of 
the  definition  of  company-sponsored  re¬ 
search  and  development  costs  adopted 
by  the  PASB  “  will  simplify  and  promote 
consistency  in  the  presentation  of  such 
expenses. 

The  requirement  that  registrants  state 
the  number  of  employees  engaged  in  re¬ 
search  and  development  activities  has 
been  deleted.  In  most  cases,  the  number 
of  employees  may  not  be  material  dis¬ 
closure. 

With  regard  to  the  narrative  descrip¬ 
tion  of  a  company's  business,  the  Ad¬ 
visory  Committee  recommended  revi¬ 
sions  to  Form  10-K  in  an  attempt  to  re¬ 
duce  the  boilerplate  language  included 
in  the  description  of  a  company’s  busi¬ 
ness."”  Tlie  Commission  concurs  with  this 
approach  and  urges  registrants  and  their 
counsel  to  eliminate  phrases  such  as 
“competition  is  keen  but  we  are  compet¬ 
itive”  or  “there  is  an  energy  shortage 
but  the  company  is  attempting  to  mini¬ 
mize  its  effects  '  in  an  effort  to  improve 

statement  of  Financial  Accounting 
Standards  No.  2,  ‘  Accounting  for  Research 
and  Development  Costs”  (October  1974) . 

“See  Advisory  Committee  Report,  supra 
footnote  9,  at  487. 


the  readabUity  and  usefulness  of  the 
business  description. 

4.  Item  lid) — Financial  information 
about  foreign  and  domestic  operations 
and  export  sales.  Paragraph  (d)  of  Item 
1  of  Regulation  S-K  requires  registrants 
to  state  for  five  years,  or  for  each  fiscal 
year  beginning  after  December  15,  1976, 
or  for  each  fiscal  year  the  registrant  has 
been  engaged  in  business,  whichever  pe¬ 
riod  is  shortest,  the  amounts  of  revenue 
(with  sales  to  unafflliated  customers  and 
sales  or  transfers  to  other  geographic 
areas  of  the  registrant  shown  sepa¬ 
rately)  ,  profitability,  and  identifiable  as¬ 
sets  attributable  to  each  of  the  regis¬ 
trant’s  geographic  areas  and  the  amount 
of  its  export  sales,  in  the  aggregate  or  by 
appropriate  geographic  area  to  which 
the  sales  were  made.  For  those  fiscal 
years  for  which  financial  statements  are 
included  in  the  particular  document,  the 
revenue,  profitability,  asset  and  export 
sales  information  included  in  the  finan¬ 
cial  statements  should  be  presented.  For 
those  fiscal  years  for  which  financial 
statements  are  not  included  in  the  docu¬ 
ment,  the  financial  information  for  for¬ 
eign  and  domestic  operations  and  for 
export  sales  which  was  disclosed  in  the 
financial  statements  for  those  fiscal 
years  should  be  presented,  restated  as 
appropriate  pursuant  to  criteria  similar 
to  those  discussed  above  as  to  the  in¬ 
dustry  segment  information. 

Instruction  1  to  Item  1(d)  requires  a 
registrant  to  evaluate  interperiod  com¬ 
parability  in  determining  whether  infor¬ 
mation  about  foreign  and  domestic  op¬ 
erations  and  export  sales  should  be  pre¬ 
sented.  Although  SFAS  No.  14  does  not 
specifically  require  thie  analysis,"  the 
Commission  believes  that  the  instruction 
is  consistent  with  the  goal  of  assisting 
investoi-s  in  analyzing  and  understand¬ 
ing  a  registrant’s  business. 

Instruction  2  to  'tern  1(d)  provides 
that  in  lieu  of  furnishing  information 
pursuant  to  Item  1(d),  bank  holding 
companies  may  furnish  information 
about  their  foreign  operations  pursuant 
to  Guide  61  under  the  Guides  for  the 
Preparation  and  Rling  of  Registration 

^  SFAS  No.  14  requires  disclosure  relating 
to  foreign  operations  only  when  the  amount 
of  revenue  from  foreign  <^>erations  exceeds 
10  percent  or  more  of  consolidated  revenue 
as  reported  in  the  registrant’s  Income  state¬ 
ment  or  its  assets  are  10  percent  or  more  of 
consolidated  assets  as  reported  in  the  bal¬ 
ance  sheet.  Similarly,  the  financial  informa¬ 
tion  for  domestic  operations  need  not  be 
given  if  revenue  of  domestic  operations  from 
sales  to  uuafRliated  customers  and  domestic 
operations’  identifiable  assets  are  less  than 
ten  percent  of  related  consolidated  amounts; 
the  amortnt  of  export  sales  must  be  reported 
only  when  they  exceed  ten  percent  of  total 
revenue  from  sales  to  unafliliated  customers. 
In  contrast  with  the  instructions  relating 
to  the  determination  of  reportable  Industry 
segments,  SFAS  No.  14  does  not  specifically 
direct  the  company  to  report  foreign  and 
domestic  operations  or  export  sales  if  they 
were  significant  in  the  past  and  are  expected 
to  be  significant  in  the  future  although  they 
are  significant  in  the  particular  fiscal  year. 


FEDERAL  REGISTER,  VOL.  42,  NO.  251 — FRIDAY,  DECEMBER  30,  1977 


65560 


RULES  AND  REGULATIONS 


Statements  under  the  Securities  Act  of 
1933  (17  CFR  Part  231)  or  Guide  3  of 
the  Guides  for  the  Preparation  and  Fil¬ 
ing  of  Reports  and  Proxy  and  Registra¬ 
tion  Statements  under  the  Securities  Ex¬ 
change  Act  of  1934  (17  CFR  Part  241). 
This  instruction  is  adopted  because  of 
the  disparate  definitions  of  foreign  oper¬ 
ations  in  SFAS  No.  14  and  these  guides. 
In  addition,  the  Commission  recently  au¬ 
thorized  for  publication  for  comment 
proposed  amendments  to  Artice  9  of  Reg¬ 
ulation  S-X  (17  CFR  Part  210.9)  con¬ 
taining  requirements  as  to  form  and  con¬ 
tent  of  financial  statements  of  bank 
holding  companies  and  banks."  Included 
within  the  proposed  amendments  are 
definitions  of  foreign  activities  and  sig¬ 
nificant  geographic  areas  which  are  dif¬ 
ferent  from  the  definitions  of  foreign 
operations  and  geographic  areas  in  SFAS 
No.  14  because  the  former  reflect  the  par¬ 
ticular  nature  of  the  banking  industry. 
If  these  amendments  to  Article  9  are 
adopted,  the  Commission  expects  to 
amend  Instruction  2  to  Item  1(d)  to  pro¬ 
vide  that  bank  holding  companies  should 
define  their  foreign  operations  and  sig¬ 
nificant  geographic  areas  in  accordance 
with  the  provisions  of  Article  9  for  pur¬ 
poses  of  presenting  the  financial  infor¬ 
mation  about  their  foreign  operations. 

Paragraphs  3  and  4  of  Item  1(d)  re¬ 
quire  the  same  type  of  information  about 
iutraenterprise  transfers  and  interim 
period  financial  information  as  required 
by  paragraphs  (ii)  and  (iii)  of  Item 
Hb)(l).  Paragraph  2  of  Item  1(d)  re¬ 
quires  registrants  to  discuss  any  risks 
attendant  to  the  foreign  operations  and 
describe  any  dependence  of  one  or  more 
of  its  industry  segments  upon  the  foreign 
operations. 

5.  Disclosure  tables.  Sample  disclosure 
tables  are  set  forth  as  appendices  of 
Item  1  of  Regulation  S-K  to  provide  an 
illustration  of  the  tabular  format  that 
might  be  used  for  the  presentation  of 
the  segment  financial  information  re¬ 
quired  for  industry  segments,  classes  of 
similar  products  or  services,  geographic 
areas  and  export  sales.  The  inclusion  of 
the  tables  is  not  intended  to  suggest  that 
the  Commision  feels  that  their  format 
is  the  preferable  format  for  the  presenta¬ 
tion  of  this  information.  Rather,  these 
tables  are  only  set  forth  to  illustrate  one 
alternative  disclosure  format. 

It  should  be  noted  that  the  illustrative 
table  includes  a  caption  for  the  amount 
of  revenue  contributed  by  classes  of 
products  or  services  within  a  particular 
industry  segment,  where  appropriate. 
Registrants  may  present  this  informa¬ 
tion  in  any  manner  which  they  feel  is 
appropriate.  The  amount  of  revenue 
contributed  by  significant  classes  of 
products  or  services  within  industry  seg¬ 
ments  may  be  presented  together  with 
the  industry  segment  financial  informa¬ 
tion,  or  in  a  separate  table;  alternatively, 
this  revenue  information  for  classes  of 
products  or  services  may  be  discussed 


“Securities  Act  Release  No.  6886  (Decem¬ 
ber  8,  1977)  [42  FR  63678], 


in  connection  with  the  descriptions  of 
the  industry  or  dominant  segments. 
Further,  Instruction  2  to  Item  1(b)(1) 
provides  that  the  registrant  may  include 
in  its  financial  statements  a  cross  refer¬ 
ence  to  the  industry  segment  and  geo¬ 
graphic  area  information  in  the  business 
description  in  lieu  of  presenting  duplica¬ 
tive  information  in  the  financial  state¬ 
ments  to  the  extent  that  the  financial 
information  included  pursuant  to  the 
description  of  business  item  complies 
with  generally  accepted  accounting 
principles. 

C.  ITEM  2 — DESCRIPTION  OF  PROPERTY 

Ihe  proposal  to  require  registrants  to 
describe  the  physical  properties  which 
arc  material  to  each  of  the  registrant’s 
reportable  industry  segments  has  not 
been  adopted.  In  lieu  thereof.  Item  2(a) 
of  Regulation  S-K  requires  registrants 
to  describe  the  physical  properties  which 
are  material  to  the  registrant  and  its 
subsidiaries.  In  addition,  this  provision 
requires  registrants  to  identify  the  seg¬ 
ment  (s)  which  use  the  properties  de¬ 
scribed.  In  determining  what  properties 
should  be  described.  Instruction  2  to 
Item  2(a)  requires  registrants  to  con¬ 
sider  both  quantitative  and  qualitative 
factors.  The  requirement  to  identify  the 
segments  which  use  the  properties  should 
improve  an  investor’s  understanding  of 
a  particular  segment’s  future  operations. 
Further,  it  integrates  the  properties  item 
with  the  requirement  in  SFAS  No.  14  and 
Item  1  of  Regulation  S-K  that  regis¬ 
trants  state  the  amount  of  each  industry 
segment’s  identifiable  assets  and  should 
enable  investors  to  better  assess  these 
assets. 

Paragraph  (b)  of  Item  2  of  Regula¬ 
tion  S-K  sets  forth  disclosure  require¬ 
ments  relating  to  oil  and  gas  reserves. 
The  disclosure  provisions  relating  to  oil 
and  gas  reserves  are  substantially  the 
same  as  the  comparable  paragraphs  of 
the  properties  items  formerly  included 
in  Forms  S-1,  S-7,  10  and  10-K.  Minor 
changes  have  been  made  to  conform  the 
definitions  included  therein  with  those 
established  by  the  Department  of 
Energy  in  conjunction  with  representa¬ 
tives  of  the  various  United  States  Gov¬ 
ernment  agencies.  For  example.  Instruc¬ 
tion  2  to  Item  2(b)  of  Regulation  S-K 
includes  an  expanded  definition  of 
proved  reserves.  The  Commission  is 
adopting  the  provisions  without  submit¬ 
ting  them  for  comment.  The  revisions  are 
consistent  with  prior  interpretations 
given  by  the  staff  of  the  Division  of  Cor¬ 
poration  Finance  of  the  former  pro¬ 
visions  relating  to  oil  and  gas  reserves, 
or  otherwise  are  minor  in  nature,  and 
the  Commission  believes  that  the  change 
in  the  definition  of  proved  reserves 
should  not  result  in  any  changes  to  the 
quantities  which  would  have  been  esti¬ 
mated  using  the  previous  definition. 

D.  MATERIAL  CONTRACTS 

In  Securities  Act  Release  No.  5826,  the 
Commission  proposed  amendments  which 
would  have  required  registrants  to  file 


as  exhibits  to  registration  statements  on 
Forms  S-1  and  10  and  annual  reports  on 
Form  10-K  copies  of  all  contracts  not 
made  in  the  ordinary  course  of  business 
which  are  material  to  any  of  the  regis¬ 
trant’s  industry  segments.  The  com¬ 
mentators  were  critical  of  this  proposal 
because  compliance  with  the  require¬ 
ment  would  have  been  burdensome  and 
costly  and  the  contracts  would  not  have 
been  useful  to  investors.  In  addition,  they 
argued  against  the  requirement  becau.se 
it  would  have  resulted  in  disclosure  of 
competitively  sensitive  information. 

'The  amendments  adopted  today,  which 
relate  only  to  those  contracts  not  en¬ 
tered  into  by  a  company  in  the  ordinary 
course  of  business,  require  registrants  to 
file  copies  of  those  contracts  which  are 
material  to  an  understanding  of  the 
registrant’s  overall  business  or  which  are 
specifically  referred  to  in  the  registrant’s 
discussion  of  its  reportable  industry  seg¬ 
ments  if  the  contract  is  to  be  performed 
in  whole  or  in  part  at  or  after  the  filing 
of  the  registration  statements  or  was  en¬ 
tered  into  not  more  than  two  years  be¬ 
fore  such  filing.  This  requirement  should 
improve  an  investor’s  understanding  of 
the  operations  of  each  of  a  company’s 
industry  segments.  No  amendments  were 
proposed  nor  are  any  amendments 
adopted  with  resnect  to  the  instruction 
concerning  the  filing  as  exhibits  of  con¬ 
tracts  made  in  the  ordinary  course  of 
business. 

III.  Effective  Date 

The  Commission  is  aware  of  the  con¬ 
cerns  expressed  by  registrants  when  new 
reporting  provisions  are  adopted  shortly 
before  the  end  of  their  fiscal  years. 
Therefore,  these  amendments  are  effec¬ 
tive  for  documents  filed  with  or  fur¬ 
nished  to  the  Commission  when  the  most 
recent  annual  financial  statements  in¬ 
cluded  in  the  documents  are  for  fiscal 
years  ending  after  March  15,  1978.  The 
effective  date  is  delayed  for  the  purpose 
of  avoiding  the  imposition  of  hardships 
on  registrants. 

Notwithstanding  the  effective  date  of 
these  amendments,  registrants  should 
include  in  the  description  of  their  busi¬ 
ness  the  revenue  and  profit  data  pre¬ 
sented  in  the  financial  statements  for 
fiscal  years  beginning  after  December  15, 
1976  with  respect  to  the  company’s  re¬ 
portable  industry  segments.  These  data 
should  be  included  in  lieu  of  the  revenue 
and  profit  information  required  as  to  the 
company’s  lines  of  business  for  this  fiscal 
year  to  avoid  inconsistency  with  the 
financial  statements.  Registrants  should 
also  explain  anv  differences  between 
their  lines  of  business  in  prior  years  and 
the  industry  segments. 

Registrants  should  be  aware  that  next 
year  they  will  be  required  to  present  in¬ 
dustry  segment  and  geographic  area  in¬ 
formation  pursuant  to  these  amendments 
for  their  fiscal  years  beginning  after  De¬ 
cember  15, 1976.  Registration  statements, 
reports  and  proxy  and  information  state¬ 
ments  which  contain  financial  state¬ 
ments  for  registrants’  fiscal  years  ending 
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after  December  15,  1978  will  be  required 
to  include  the  industry  segment  and  geo¬ 
graphic  area  informatiwi  for  the  pre¬ 
ceding  fiscal  year  despite  the  effective 
date  of  these  amendments. 

The  Commission  strongly  encourages 
early  compliance  with  these  amendments 
and  believes  that  when  practicable  reg¬ 
istrants  should  implement  fully  the  re¬ 


quirements  prior  to  the  effective  date 
because  of  the  usefulness  of  segment  and 
geographic  area  information  to  investors. 
To  the  extent  that  registrants  furnish 
the  information  required  by  Items  1  and 
2  of  Regulation  S-K  compliance  with 
the  existing  provisions  of  the  business 
and  properties  items  of  the  various  dis¬ 
closure  documents  is  not  required. 


S<'Hi'.i)tii,K  OF  Amknomentk. — UcffuUition  or  form-  io  which  amended  dixijoxare 

provisions  apply 


1.  Amondinent*  lo  dificlosurt^ 
items,  discrlosure  of: 

<a)  Five  yt^ar  liistorical  finan¬ 
cial  information  relating 
to  industry  segments  to 
be  applied  prospectively 
except  as  to  companies 
filing  for  the  first  time, 
(111  Five  year  historical  finan¬ 
cial  information  relating 
to  foreign  and  domestic, 
o|>eralions  to  be  applied 
prospectively. 

(e)  .\mouiit  of  exiKirt  sales  for 
each  of  the  last  5  years 
to  be  applied  prospec¬ 
tively. 

(d)  Information  about  the 

business  focusing  on  in- 
du-stry  segments. 

(e)  Identilicalion  of  industry 

segments  using  material 
properties. 

2.  Form  aiuendmenls  lo  exhibits— 
frling  as  exhibits  contracts  ina- 
teri^  to  registrant  or  which 
are  siiecifically  referred  lo  in 
the  business  description. 


Form —  Ortain 

- Annual  proxy 

Rigjila-  report  and 

lion  to  infor- 

S-K  S-1  tt-7  .-i-S  10  10-K  share-  rnation 

holders  stativ 
ments 


X  X  X  X  X  X  X  X 


xxxxxxxx 


XX  XX  xxxx 


X  X  _  X  X 


X  X  . - . X  X 


X  X  _  X  X 


any  other  material  recla&sification. 
merger  or  consolidation  of  the  registrant 
or  any  of  its  significant  subsidiaries;  the 
acquisition  or  disposition  of  any  material 
amount  of  assets  otherwise  than  in  the 
ordinary  course  of  business;  and  any 
material  changes  in  the  mode  of  con¬ 
ducting  the  business. 

Note. — The  following  reqiretnent  In  para¬ 
graph  (2)  applies  only  to  registrants  filing 
a  registration  statement  on  Form  S-1  (17 
CPR  239.11)  under  the  Securities  Act  of 
1933  or  on  Form  10  (17  CFK  249.210)  under 
the  Securities  Exchange  Act  of  1934  for  the 
first  time  who  (Including  predecessors) 
have  not  received  revenue  from  operations 
during  each  of  the  three  fiscal  years  im¬ 
mediately  prior  to  the  ,  filing  of  the  regis¬ 
tration  statement.  No  response  is  required 
if  similar  Information  has  previously  been 
filed  for  prior  periods  in  a  registration  state¬ 
ment  on  Form  10  effective  under  the  Secu¬ 
rities  Exchange  Act  of  1934  or  in  a  registra¬ 
tion  statement  effective  under  the  Securities 
Act  of  1933. 

(2)  Describe,  if  formulated,  the  regis¬ 
trant’s  plan  of  operation  for  the  remain¬ 
der  of  the  fiscal  year,  if  the  registration 
statement  is  filed  prior  to  the  end  of  the 
registrant’s  second  fiscal  quarter.  De¬ 
scribe,  if  formulated,  the  registrant’s 
plan  of  operation  for  the  remainder  of 
the  fiscal  year  and  for  the  first  six 
months  of  the  next  fiscal  year  if  the  reg¬ 
istration  statement  is  filed  subsequent 
to  the  end  of  the  second  fiscal  quarter. 
If  such  information  is  not  available,  the 
reasons  for  its  not  being  available  shall 
be  stated.  Disclosure  relating  to  any  plan 
should  include  such  matters  as: 

(1)  If  a  registration  statement  on 


IV.  Amendments 

The  text  of  the  amendments  is  set 
forth  below: 

1.  17  CFR  Chapter  II  is  amended  by 
adding  a  new  Part  229  and  §5  229.1  and 
229.20  thereunder  as  follows: 

PART  229 — STANDARD  INSTRUCTIONS 
FOR  FILING  FORMS  UNDER  SECURI¬ 
TIES  ACT  OF  1933  AND  SECURITIES 
EXCHANGE  ACT  OF  1934 

Application  of  Reculation  S-K  (17  CFR 
Part  229) 

Sec, 

229.1  Application  of  Regulation  S-K. 
229.20  Information  required  in  document. 

§  229.1  .Application  of  Regulation  S— K. 

This  part  (together  with  the  General 
Rules  and  Regulations  under  the  Se¬ 
curities  Act  of  1933  and  the  Securities 
Exchange  Act  of  1934  (Parts  230  and  240 
of  this  chapter)  and  the  Interpretative 
Releases  under  these  acts  (Parte  231  and 
241  of  this  chapter)  and  the  fqrms  un¬ 
der  these  acts  (Parte  239  and  249  of  this 
chapter) )  states  the  requirements  ap¬ 
plicable  to  the  content  of  the  non -finan¬ 
cial  statement  portions  of: 

( a)  Registration  statements  under  the 
Securities  Act  of  1933  (Part  239  of  this 
chapter)  to  the  extent  provided  in  the 
forms  to  be  used  for  registration  under 
this  Act;  and 


»b)  Registration  statements  under  sec¬ 
tion  12  (Subpart  C  of  Part  249  of  this 
chapter) ,  annual  or  other  reports  under 
sections  13  and  15(d)  (Subparte  D  and 
E  of  Part  249  of  this  chapter) ,  and  proxy 
and  information  statements  under  sec¬ 
tion  14  of  the  Securities  Exchange  Act  of 
1934  to  the  extent  provided  in  the  forms 
and  rules  which  are  to  be  used  for  reg¬ 
istration  and  reporting  under  these  sec¬ 
tions  of  this  Act. 

Information  Required  in  Document 

§  229.20  Information  required  in  doru- 
ment. 

Item  1.  Description  of  business. — (a) 
General  develQ::ment  of  business.  De¬ 
scribe  the  general  development  of  the 
business  of  the  registrant,  its  subsidiaries 
and  any  predecessor(s)  during  the  past 
five  years,  or  such  shorter  period  as  the 
registrant  may  have  been  engaged  in 
business.  Information  shall  be  disclosed 
for  earlier  periods  if  material  to  an  un¬ 
derstanding  of  the  general  development 
of  the  business. 

(1)  In  describing  developments,  in- 
foimation  shall  be  given  as  to  matters 
such  as  the  following:  the  year  in  which 
the  registrant  was  organized  and  its 
form  of  organization;  the  nature  and 
results  of  any  bankruptcy,  receivership 
or  similar  proceedings  with  respect  to 
the  registrant  or  any  of  its  significant 
subsidiaries:  the  nature  and  results  of 


Form  S-1  (17  CFR  239.11),  a  statement 
in  narrative  form  indicating  the  regis¬ 
trant’s  opinion  as  to  the  period  of  time 
that  the  proceeds  from  the  offering  will 
satisfy  cash  requirements  and  whether 
in  the  next  6  months  it  will  be  necessary 
to  raise  additional  funds  to  meet  the  ex¬ 
penditures  required  for  operating  the 
business  of  the  registrant.  'The  specific 
reasons  for  such  opinion  shall  be  set 
forth  and  categories  of  expenditures  and 
sources  of  cash  resources  shall  be  identi¬ 
fied:  however,  amoimte  of  expenditures 
and  cash  resources  need  not  be  provided. 
In  addition,  if  the  narrative  statement 
is  based  on  a  cash  budget,  such  budget 
should  be  furnished  to  the  Commission 
as  supplemental  information,  but  not  as 
a  part  of  the  registration  statement. 

(ii)  An  explanation  of  material  pro¬ 
duct  research  and  development  to  be 
performed  during  the  period  covered  in 
the  plan. 

(hi)  Any  anticipated  material  acquisi¬ 
tion  of  plant  and  equipment  and  the 
capacity  thereof. 

(iv)  Any  anticipated  material  changes 
in  number  of  employees  in  the  various 
departments  such  as  research  and  de¬ 
velopment,  production,  sales  or  admin¬ 
istration 

(v)  Other  material  areas  which  may 
be  peculiar  to  the  registrant’s  business. 

(b)  Financial  information  about  in¬ 
dustry  segments. — (1)  Industry  seg¬ 
ments.  State  for  each  of  the  registrant’s 
last  five  fiscal  years  or  for  each  fiscal  year 
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the  registrant  has  been  engaged  in  busi¬ 
ness,  whichever  period  is  shorter,  the 
amounts  of  revenue  (with  sales  to  un¬ 
affiliated  customers  and  sales  or  trans¬ 
fers  to  other  industry  segments  of  the 
registrant  shown  separately),  operating 
profit  or  loss  and  identifiable  assets  at¬ 
tributable  to  each  of  the  registrant’s  in¬ 
dustry  segments.  (See  Appendix  A  for  a 
suggested  tabular  format  for  presenta¬ 
tion  of  this  information.)  Include  for 
those  fiscal  years  for  which  financial 
statements  are  presented  in  the  docu¬ 
ment  the  revenue,  profit  and  asset  infor¬ 
mation  relating  to  those  industry  seg¬ 
ments  for  which  such  information  is  in¬ 
cluded  in  the  financial  statements.  For 
fiscal  years  for  which  financial  state¬ 
ments  are  not  presented  in  the  document, 
set  forth  the  revenue,  profit  and  asset  in¬ 
formation  included  in  the  financial  state¬ 
ments  for  those  years  or  which  would 
have  been  included  if  segment  financial 
information  had  been  required. 

(i)  The  prior  period  information  shall 
be  retroactively  restated  in  the  following 
circumstances,  unless  not  material,  with 
anpropriate  disclosure  of  the  nature  and 
effect  of  the  restatement: 

(A)  When  the  financial  statements  of 
the  registrant  as  a  whole  have  been 
retroactively  restated. 

<B)  When  there  has  been  a  change  in 
the  way  the  registrant’s  products  or  serv¬ 
ices  are  grouped  into  industry  segments 
and  such  change  affects  the  segment  in¬ 
formation  being  reported.  Restatement 
is  not  required  when  a  registrant’s  re¬ 
portable  segments  change  solely  as  a  re¬ 
sult  of  a  change  in  the  nature  of  its  op¬ 
erations  or  as  a  result  of  a  segment  losing 
or  gaining  in  significance. 

(ii)  If  intersegment  sales /transfers  or 
purchases  were  made  at  prices  substan¬ 
tially  higher  or  lower  than  prevailing 
market  prices  or  at  prices  substantially 
higher  or  lower  than  those  charged  to  or 
received  from  unaffiliated  parties  for 
similar  products  or  services  and  the  effect 
of  this  pricing  practice  on  the  reported 
revenue  and/or  operating  profit  or  loss 
of  a  segment  is  material  to  an  under¬ 
standing  of  the  segment  information, 
disclose  the  basis  of  accounting  for  such 
transfers.  In  addition,  discuss  the  effect 
of  the  transfers  on  revenue  and/or  oper¬ 
ating  profit  or  loss  of  the  segments.  (See 
Instruction  3  to  Item  1(b)(1).)  If  prac¬ 
ticable,  the  discussion  should  indicate 
the  estimated  or  approximate  amounts  of 
revenue  and  operating  profit  or  loss 
which  the  particular  segment  would  have 
had  or  the  percentage  of  increase  or  de¬ 
crease  in  the  amounts  of  reported  rev¬ 
enue  and  operating  profit  or  loss  if  the 
intersegment  sales/ transfers  or  pm- 
chases  had  been  made  at  the  prevailing 
market  place  or  at  the  price  charged  to 
or  received  from  unaffiliated  parties. 

(hi)  If  the  registrant  includes  in  the 
document  interim  period  financial  infor¬ 
mation,  discuss  any  facts  relating  to  the 
performance  of  any  of  the  segments  dur¬ 
ing  the  period  which,  in  the  opinion  of 
management,  indicate  that  the  five  year 
segment  financial  data  may  not  be  in¬ 
dicative  of  current  or  future  operations 


of  the  segment.  Comparative  financial 
information  shall  be  included  to  the  ex¬ 
tent  necessary  to  the  discussion. 

Instructions  to  Item  i(b)(i).  1.  See 

Item  1(b)(2)  with  respect  to  information 
for  fiscal  years  beginning  before  December 
16,  1976. 

2.  To  the  extent  that  the  financial  infor¬ 
mation  Included  pursuant  to  this  item  com¬ 
plies  with  generally  accepted  accounting 
principles,  the  registrant  may  Include  in  its 
financial  statements  a  cross  reference  to  this 
data  in  lieu  of  presenting  duplicative  in¬ 
formation  about  its  segments  in  the  financial' 
statements. 

3.  In  determining  what  Information  about 
the  Industry  segments  is  material  to  an 
und.r^tandi’- g  cf  the  registrant’s  business 
taken  as  a  whole  and  therefore  should  be 
disclosed,  the  registrant  should  take  into 
account  both  ruantitatlve  and  qualitative 
factors  such  as  the  significance  of  the  matter 
to  the  registrant  (for  example,  w'hether  a 
matter  with  a  relatively  minor  impact  on  the 
company's  business  is  represented  by  man¬ 
agement  to  be  Important  to  its  future  profit¬ 
ability),  the  pervasiveness  cf  the  matter  (for 
example,  whether  it  affects  or  may  affect 
numerous  items  in  the  segment  informa¬ 
tion)  and  the  impact  of  the  matter  (for 
example,  whether  it  distorts  the  trends  re¬ 
flected  in  the  segment  information).  Situa¬ 
tions  may  arise  when  information  should  be 
di.sclosed  about  a  segment,  although  the  in¬ 
formation  in  quantitative  terms  may  not 
anpear  significant  to  the  registrant’s  busi¬ 
ness  taken  as  a  whole. 

<2)  Injormation  as  to  lines  of  busi¬ 
ness.  For  fiscal  years  beginning  before 
December  16,  1976,  the  revenue,  income 
and  any  necessary  explanatory  informa¬ 
tion  relating  to  lines  of  business  included 
by  the  registrant  in  a  document  filed 
with  the  Commission  prior  to  December 
16,  1977  pursuant  to  the  disclosure  rules 
promulgated  under  the  federal  securities 
acts  may  be  furnished  in  lieu  of  the  in¬ 
dustry  segment  information  required  by 
paragraph  (b)(1)  for  such  years.  The 
lack  of  comparability  of  the  historical 
line  of  business  information  with  the  in¬ 
dustry  segment  information  shall  be  ex¬ 
plained. 

(c)  Narrative  description  of  business. 
(1)  Describe  the  business  done  and  in¬ 
tended  to  be  done  by  the  registrant  and 
its  subsidiaries  focusing  upon  the  regis¬ 
trant’s  dominant  industry  segment  or 
each  reportable  industry  segment  about 
'which  financial  information  is  presented 
in  the  financial  statements.  The  de¬ 
scription  of  each  such  segment  shall  in¬ 
clude  the  information  specified  in  para¬ 
graphs  (i)  through  (x)  below  to  the  ex¬ 
tent  material  to  an  understanding  of  the 
registrant’s  business  taken  as  a  whole. 
In  determining  what  information  about 
a  company’s  industry  segments  is  mate¬ 
rial  and  should  be  disclosed,  the  regis¬ 
trant  should  take  into  account  both 
quantitative  and  qualitative  factors  such 
as  the  significance  of  the  matter  to  the 
registrant  (for  example,  whether  a  mat¬ 
ter  with  a  relatively  minor  impact  on 
the  comnany’s  business  is  represented  by 
management  to  be  important  to  its  fu¬ 
ture  profitability),  the  pervasiveness  of 
the  matter  (for  example,  whether  it 
affects  or  may  affect  numerous  items 
in  the  segment  information)  and  the  im¬ 


pact  of  the  matter  (for  example,  whether 
it  distorts  the  trends  reflected  in  the 
segment  information) .  Situations  may 
arise  when  information  should  be  dis¬ 
closed  about  a  segment  although  the  in¬ 
formation  in  quantitative  terms  may 
not  appear  material  to  the  registrant’s 
business  taken  as  a  whole.  The  descrip¬ 
tions  of  the  segments  may  vary  in  scope 
and  detail  as  a  result  of  the  importance 
of  the  segments  to  a  registrant’s  business 
and  the  materiality  of  the  class  of  in¬ 
formation  discussed  as  to  each. 

(i)  The  principal  products  produced 
and  services  rendered  by  the  registrant  in 
the  indust’-y  segment  and  the  principal 
markets  for,  and  methods  of  distribu¬ 
tion  of,  the  segment’s  principal  products 
and  services.  In  addition,  state  for  each 
of  the  last  five  fiscal  years  the  amount 
or  percentage  of  total  revenue  con¬ 
tributed  by  any  class  of  similar  products 
or  services  which  accounted  for  10  per¬ 
cent  or  more  of  consolidated  revenue  in 
either  of  the  last  two  fiscal  years  or  15 
percent  or  more  of  consolidated  revenue 
if  total  revenue  did  not  exceed  $50,000,- 
000  during  either  of  such  fiscal  years. 

(ii)  A  description  of  the  status  of  a 
product  or  segment  (e.g.,  whether  in  the 
planning  stage,  whether  prototypes  exist, 
the  degree  to  which  product  design  has 
progressed  or  whether  further  engineer¬ 
ing  is  necessary),  if  there  has  been  a 
public  announcement  of,  or  if  the  regis¬ 
trant  otherwise  has  made  public  in¬ 
formation  about,  a  new  product  or  in¬ 
dustry  segment  which  would  require  the 
investment  of  a  material  amount  of  the 
assets  of  the  registrant  or  which  other¬ 
wise  is  material.  'This  paragraph  is  not 
intended  to  require  disclosure  of  other¬ 
wise  nonpublic  corporate  information 
the  disclosure  of  which  would  adversely 
affect  the  registrant’s  competitive  posi¬ 
tion. 

Instruction.  If  the  registrant  has  recently 
introduced  a  new  product  or  begun  to  do 
business  In  a  new  industry  segment  or  has 
made  public  its  Intentions  to  introduce  a 
new  product  or  to  do  business  in  a  new  in¬ 
dustry  segment  and  this  action  requires  the 
investment  of  a  material  amount  of  the  as¬ 
sets  of  the  registrant  or  otherwise  is  material, 
the  staff  may  request  registrants  to  provide 
certain  supplemental  Information.  Where  ap¬ 
propriate,  registrants  may  be  requested  to 
furnish  to  the  stag  supplemental  copies 
of  any  studies  prepared  for  the  registrant  by 
outside  persons  or  any  internal  studies,  docu¬ 
ments,  reports  or  memoranda  the  contents 
of  which  were  material  to  the  decision  to 
develop  the  product  or  do  business  in  the 
new  segment  including,  but  not  limited  to, 
documents  relating  to  financing  requirements 
and  engineering,  competitive,  environmental 
and  other  considerations  but  excluding  tech¬ 
nical  documents.  Upon  request  and  where 
consistent  with  the  protection  of  investors 
and  with  the  Freedom  of  Information  Act, 
6  U.S.C.  552,  the  supplemental  information 
wrlll  be  returned  to  the  regfistrant. 

(iii)  The  sources  and  availability  of 
raw  materials. 

(iv)  The  importance  to  the  industry 
segment  and  the  duration  and  effect  of 
all  patents,  trade  marks,  licenses,  fran¬ 
chises  and  concessions  held. 
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(v)  The  extent  to  which  the  business 
of  the  industry  segment  is  or  may  be 
seasonal. 

(Vi)  The  practices  of  the  registrant 
and  the  industry  relating  to  working 
capital  items  (e.g.,  where  the  registrant 
is  required  to  carry  significant  amounts 
of  inventory  to  meet  rapid  delivery  re¬ 
quirements  of  customers  or  to  assure  it¬ 
self  of  a  continuous  allotment  of  goods 
from  suppliers:  where  the  registrant  pro¬ 
vides  rights  to  return  merchandise;  or 
where  the  registrant  has  provided  ex¬ 
tended  payment  terms  to  customers) . 

(vii)  The  dependence  of  the  segment 
upon  a  single  customer  or  a  few  custom¬ 
ers  the  loss  of  any  one  or  more  of  whom 
would  have  an  adverse  effect  on  the  seg¬ 
ment.  The  name  and  relationship,  if  any, 
of  each  such  customer  to  the  registrant 
shall  be  disclosed  if  sales  to  the  customer 
are  made  by  the  segment  in  an  amount 
which  is  equal  to  10  percent  or  more  of 
the  registrant’s  consolidated  revenue. 
For  this  purpose,  a  group  of  customers 
under  common  control  and,  if  material, 
customers  which  are  affiliates  of  each 
other  shall  be  regarded  as  a  single  cus¬ 
tomer. 

(viii)  The  dollar  amount  of  backlog 
orders  believed  to  be  firm,  as  of  a  recent 
date  and  as  of  a  comparable  date  in  the 
preceding  fiscal  year,  together  with  an 
indication  of  the  portion  thereof  not  rea¬ 
sonably  expected  to  be  filled  within  the 
current  fiscal  year,  and  sea.sonal  or  other 
material  aspects  of  the  backlog. 

(ix)  A  description  of  any  material  por¬ 
tion  of  the  business  which  may  be  sub¬ 
ject  to  renegotiation  of  profits  or  ter¬ 
mination  of  contracts  or  subcontracts  at 
the  election  of  the  Government. 

(X)  Competitive  conditions  in  the 
business  involved  including,  where  ma¬ 
terial,  the  identity  of  the  particular  mar¬ 
kets  in  which  the  registrant  competes,  an 
estimate  of  the  number  of  competitors 
and  the  registrant’s  competitive  posi¬ 
tion,  if  known  or  reasonably  available  to 
the  registrant.  Separate  consideration 
shall  be  given  to  the  principal  products 
or  services  or  classes  of  products  or  .serv¬ 
ices  of  the  segment,  if  any.  Generally, 
the  names  of  competitors  need  not  be 
disclosed.  The  registrant  may  include 
such  names,  unless  in  the  particular  case 
the  effect  of  including  the  names  would 
be  misleading.  Where  the  registrant 
knows  or  has  reason  to  know  that  one  or 
a  small  number  of  competitors  are  domi¬ 
nant  in  the  industry,  however,  they 
should  be  identified.  The  principal  meth¬ 
ods  of  competition  (e.g.,  price,  service, 
warranty  or  product  performance) 
should  be  identified  and  positive  and 
negative  factors  pertaining  to  the  com¬ 
petitive  position  of  the  registrant,  to  the 
extent  that  they  exist,  should  be  ex¬ 
plained  if  known  or  reasonably  avail¬ 
able  to  the  registrant. 

(2t  The  matters  specified  in  para¬ 
graphs  (i)  through  (iv)  below  shall  be 
discussed  with  respect  to  the  registrant’s 
business  in  general.  Where  material, 
identify  the  industry  segments  to  which 
these  matters  are  significant. 

(i)  If  material,  the  estimated  amount 
spent  during  each  of  the  last  two  fiscal 


years  on  company-sponsored  research 
and  development  activities  determined 
in  accordance  with  generally  accepted 
accounting  principles.  In  addition,  state 
the  estimated  dollar  amount  spent  dur¬ 
ing  each  of  such  years  on  material  cus¬ 
tomer-sponsored  research  activities  re¬ 
lating  to  the  development  of  new  prod¬ 
ucts,  services  or  techniques  or  the  im¬ 
provement  of  existing  products,  services 
or  techniques. 

(ii)  The  identity  of  any  customer  (s) 
to  which  sales  are  made  in  an  amount 
which  equals  10  percent  or  more  of  the 
registrant’s  consolidated  revenue  and 
the  relationship,  if  any,  of  each  such 
customer  to  the  registrant.  For  this  pur¬ 
pose,  a  group  of  customers  under  com¬ 
mon  control  and,  if  material,  customers 
which  are  affiliates  of  each  other  shall  be 
regarded  as  a  single  customer. 

(iii)  Appropriate  disclosure  shall  also 
be  made  as  to  the  material  effects  that 
compliance  with  Federal,  State  and  local 
provisions  which  have  been  enacted  or 
adopted  regulating  the  discharge  of  ma¬ 
terials  into  the  environment,  or  other- 
v/ise  relating  to  the  protection  of  the 
environment,  may  have  upon  the  capital 
expenditures,  earnings  and  competitive 
position  of  the  registrant  and  its  subsidi¬ 
aries.  The  registrant  shall  disclose  any 
material  estimated  capital  expenditures 
for  environmental  control  facilities  for 
the  remainder  of  its  curi’ent  fiscal  year 
and  its  succeeding  fiscal  year  and  for 
such  further  periods  as  the  registrant 
may  de^m  material. 

(iv)  The  number  of  persons  employed 
by  the  registrant. 

(d)  Financial  information  about  for¬ 
eign  and  domestic  operations  and  export 
sales.  State  for  each  of  the  registrant’s 
last  five  fiscal  years,  or  for  each  fiscal 
year  beginning  after  December  15,  1976, 
or  for  each  fiscal  year  the  registrant  has 
been  engaged  in  business,  whichever  pe¬ 
riod  is  shortest,  the  amounts  of  revenue 
(with  sales  to  unaffiliated  customers  and 
sales  or  transfers  to  other  geographic 
areas  shown  separately),  profitabilily, 
and  identifiable  assets  attributable  to 
each  of  the  registrant’s  geographic  areas 
and  the  amount  of  export  sales  in  tlie  ag¬ 
gregate  or  by  appropriate  geographic 
area  to  which  the  sales  are  made.  (See 
Appendix  B  for  a  suggested  tabular  for¬ 
mat  for  presentation  of  this  informa¬ 
tion.)  Include  for  those  fiscal  years  for 
which  financial  statements  are  presented 
in  the  document  the  revenue,  profitabil¬ 
ity,  asset  and  export  sales  information 
included  in  such  financial  statements. 
For  fiscal  years  for  which  financial  state¬ 
ments  are  not  presented  in  the  docu¬ 
ment,  set  forth  the  revenue,  profitability, 
asset  and  export  sales  information  in¬ 
cluded  in  the  financial  statements  for 
those  fiscal  years. 

( 1 )  The  prior  period  information  shall 
be  retroactively  restated  in  the  following 
circumstances,  unless  not  material,  with 
appropriate  disclosure  of  the  nature  and 
effect  of  the  restatement: 

(i)  When  the  financial  statements  of 
the  registrant  as  a  whole  have  been 
retroactively  restated. 


(ii)  When  there  has  been  a  change 
in  the  way  a  registrant’s  foreign  opera¬ 
tions  are  grouped  into  geographic  areas 
and  such  change  affects  the  geographic 
area  information  being  reported.  Re¬ 
statement  is  not  required  when  a  regis¬ 
trant’s  geographic  areas  change  as  a 
result  of  a  change  in  the  nature  of  opera¬ 
tions  or  as  a  result  of  an  area  losing  or 
gaining  in  significance. 

(2)  Any  risks  attendant  to  the  foreigh 
operations  and  any  dependence  of  one 
or  more  of  the  registran.t’s  industry  seg¬ 
ments  upon  such  foreign  operations  shall 
be  described  unless  it  would  be  more  ap¬ 
propriate  for  this  matter  to  be  discussed 
in  connection  with  the  description  of  one 
or  more  of  the  registrant’s  industry  seg¬ 
ments  pursuant  to  paragraph  (c)(1) 
above. 

(3)  If  intraenterprise  sales/transfers 
or  purchases  were  made  at  prices  sub¬ 
stantially  higher  or  lower  than  prevail¬ 
ing  market  prices  or  at  prices  substan¬ 
tially  higher  or  lower  than  those  charged 
to  or  received  from  unaffiliated  parties 
for  similar  products  or  services  and  the 
effect  of  this  pricing  practice  on  the  re¬ 
ported  revenue  and/or  profitability  or 
loss  of  a  geographic  area  is  material  to 
an  understanding  of  the  geographic  area 
information,  disclose  the  basis  of  ac¬ 
counting  for  such  transfers.  In  addition, 
discuss  the  effect  of  the  transfers  on 
revenue  and  or  profitability  of  the  geo¬ 
graphic  areas.  (See  Instruction  4  to  Item 
1(d).)  If  practicable,  the  discussion 
should  indicate  the  estimated  or  approx¬ 
imate  amounts  of  revenue  and  profitabil¬ 
ity  which  the  particular  geographic  area 
would  have  had  or  the  percentage  of  in¬ 
crease  or  decrease  in  the  amounts  of  re¬ 
ported  revenue  and  profitability  if  the 
intraenterprise  sales /transfers  or  pur¬ 
chases  had  been  made  at  the  prevailing 
market  price  or  at  the  price  charged  to 
or  received  from  unafliliated  parties. 

(4)  If  the  registrant  includes  in  the 
document  interim  period  financial  in¬ 
formation,  discuss  any  facts  relating  to 
the  information  furnislied  pursuant  to 
this  paragraph  (d)  which,  in  the  opinion 
of  management,  indicate  that  the  five 
year  financial  data  for  foreign  and  do¬ 
mestic  operations  or  export  sales  may 
not  be  indicative  of  current  or  future 
operations.  Comparative  information 
shall  be  included  to  the  extent  necessary 
to  the  discussion. 

Instructions  to  Item  1(d).  1.  The  deter¬ 
mination  whether  information  about  foreign 
and  domestic  operations  and  export  sales  is 
required  in  the  document  for  a  particular 
year  shall  be  based  upon  an  evaluation  of 
interperiod  comparability.  For  instance,  In- 
terperiod  comparability  would  most  likely 
require  that  foreign  and  domestic  operations 
and  export  sales  that  have  been  significant 
in  the  past  and  are  expected  to  be  significant 
in  the  future  be  regarded  as  reportable  even 
though  they  are  not  significant  in  the  cur¬ 
rent  fiscal  year. 

2.  Information  about  the  foreign  opera¬ 
tions  of  bank  holding  companies  may  be  fur¬ 
nished  pursuant  to  Guide  61  under  the 
Guides  for  Preparation  and  Filing  of  Regis¬ 
tration  Statements  under  the  Securities  Act 
of  1933  (17  CFR  Part  231)  or  Guide  3  of  the 
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Guides  for  the  Preparation  and  Filing  of 
Reports  and  Proxy  and  Registration  State¬ 
ments  under  the  Securities  Exchange  Act  of 
1934  (17  CFR  Part  241)  in  lieu  of  this  para¬ 
graph. 

3.  See  Instruction  2  to  Item  1(b)(1). 

4.  In  determining  what  information  about 
the  geographic  areas  and  export  sales  is  ma¬ 
terial  to  an  understanding  of  the  registrant’s 
business  taken  as  a  whole  and  therefore 
should  be  disclosed,  the  registrant  should 
take  into  account  both  quantitative  and 
qualitative  factors  such  as  the  significance  of 
the  matter  to  the  pagistrant  (for  example, 
whether  a  matter  with  a  relatively  minor  im¬ 
pact  on  the  company’s  business  is  repre- 
.sented  by  management  to  be  important  to  its 
future  profitability),  the  pervasiveness  of  the 
matter  (for  example,  whether  it  affects  or 
may  affect  numerous  items  of  the  informa¬ 
tion)  and  the  impact  of  the  matter  (for  ex¬ 
ample,  whether  it  distorts  the  trends  re¬ 
flected  in  the  geographic  area  or  export  sales 
information).  Situations  may  arise  when  in¬ 
formation  should  be  disclosed  about  the  geo¬ 
graphic  areas  or  export  sales,  although  the 
information  in  quantitative  terms  may  not 
appear  significant  to  the  registrant’s  busi¬ 
ness  taken  as  a  whole. 

(e)  The  Commission  may,  upon  writ¬ 
ten  request  of  the  registrant,  and  where 
consistent  with  the  protection  of  inves¬ 
tors,  pennit  the  omission  of  any  of  the 
information  herein  required  or  the  fur¬ 
nishing  in  substitution  thereof  of  appro¬ 
priate  information  of  comparable  char¬ 
acter.  In  addition  to  the  information  ex¬ 
pressly  required  to  be  included  in  the 
registration  statement,  report,  or  proxy 
or  information  statement,  there  shall  be 
added  such  further  material  informa¬ 
tion,  if  any,  as  may  be  necessary  to  make 
the  required  statements,  in  the  light  of 
the  circumstances  under  which  they  are 
made,  not  misleading. 

Appendix  A — Industry  Segments 

The  table  set  forth  below  is  illustrative  of 
the  format  that  might  be  used  for  presenting 
the  segment  Information  required  by  para¬ 
graphs  (b)  and  (c)  (1)  (i)  of  Item  1  of  Regu¬ 
lation  S-K  regarding  industry  segments  and 
classes  of  similar  products  or  services. 

Financial  information  relntintj  in  imlnstry 

Kcunwntfi  anti  claititex  of  protlacts  or 

nor  V.  ice  X 

I’ear — 


1  '2  3  4  6 

tn  unall'iliatofi  cu.stoiiK'rs: 

Industry  Wiiiiu'iit  A; 

('lass  of  product  1 _ 

(’lass  of  product  2 . 

liidiistry  s<'giiiciit  it: 

Class  of  iiroduci  1 . 

Class  of  product  2 . . . 

Industry  si'Kinciit  C;  other 

industTics . .  , 

liitcrscRiiicnt  sales  or  tratisfcrs: 

Itidustry  segiucut  ,4  . . . . 

ltidu.st'ry  scgiiiciil  H .  . I 

Industry  segment  C  . .  . 

Other  industries _ _ 

OtM^ratiup  profit  or  los.s; 

Industry  seeiiient  A  - . . . 

Industry  segment  II., _ _ ' _ 

Industry  septneut  C' _ 

(jt her  industries . . . 

Identitlahie  assets; 

Industry  sesmeiit  A  .  . . . 

Industry  .se  rment  H  _ _ _ 

lndu.strv  segment  C _  ..  .  _ 

Other  industries _ _ _ 

Appendix  B — Foreign  and  Domestic  Opera¬ 
tions  and  Export  Sales 

The  table  set  forth  below  is  Illustrative  of 
the  format  that  might  be  used  for  presenting 


the  segment  information  required  by  para¬ 
graph  (d)  of  Item  1  of  Regulation  S-K  re¬ 
garding  foreign  and  domestic  operations  and 
export  sales. 

Financial  inforntMtion  rclatimj  to  foreign 
anti  tiomcntic  opcralionn  and  CJ'port  sah’H 


Year — 


1  2  3  4  e 

Sal*  s  to  unafTiliated  oustomers: 

United  States:  • 

Oeogra|)hie  area  .4 _ 

(Jeographic area  B .  .  .  ... 

.“^ales  or  transfers  Itotwi'en  peo- 

piapluG  an'as; 

UniUtd  Stales: 

(Joopraphic  .urea  .4  . .  . 

Ooopraphie  area  H _  .  . 

0|K'raling  profit  or  lo.ss:> 

UniU'd  States; 

(h>«graphie  area  .4  . . 

Geographic  an  a  li _ _ 

I<ii  idiliable  assets; 

United  States; 

Geographic  area  A . . .  .  .  . 

GcAtpraphie  area  B . 

Export  sales;  United  States  ’ _  -  -  _ 

‘  Gr  appropriate  area  of  domestic  operations. 

>  Or  some  other  reivsonahle  mea.sure  of  profitability  as 
us<‘d  in  the  linaneial  statements. 

5  Identify  the  geographic  areas  to  which  thi'  sales  arc 
made,  if  appropriate. 

Item  2.  Description  of  property. 

(a)  State  briefly  the  location  and  gen¬ 
eral  character  of  the  principal  plants, 
mines  and  other  materially  important 
physical  properties  of  the  registrant  and 
its  subsi(iiaries.  In  addition,  identify  the 
industry  segment(s)  which  use  the  prop¬ 
erties  described.  If  any  such  property  is 
not  held  in  fee  or  is  held  subject  to  any 
major  encumbrance,  so  state  and  briefly 
describe  how  held. 

Instructions.  1.  ’What  is  required  is  such 
information  as  will  reasonably  inform  inve.s- 
tors  as  to  the  suitability,  adequacy,  produc¬ 
tive  capacity  and  extent  of  utilization  of  the 
facilities  used  by  the  registrant.  Detailed  de¬ 
scriptions  of  the  physical  characteristics  of 
individual  properties  or  legal  descriptions  by 
metes  and  bounds  are  not  required  and 
should  not  be  given. 

2.  In  determining  whether  properties 
should  be  described,  the  registrant  should 
take  into  account  both  quantitative  and 
qualitative  factors.  See  Item  1(c)(1). 

3.  In  the  case  of  an  extractive  enterprise, 
material  information  should  be  given  as  to 
production,  reserves,  locations,  developments 
and  the  nature  of  the  registrant’s  interest. 
Where  individual  properties  are  of  major  sig¬ 
nificance  to  an  Industry  segment  (i)  more 
detailed  Information  concerning  these  mat¬ 
ters  should  be  furnished,  including  the  re¬ 
sults  of  development  in  the  area  and  signifi¬ 
cant  geological  structures  and  formations, 
where  appropriate,  and  (ii)  appropriate  maps 
should  be  used  to  disclose  location  data  of 
significant  properties  except  where  numerous 
maps  would  be  required.  Where  the  report  of 
an  engineer  or  other  expert  is  referred  to  in 
the  prospectus,  a  copy  of  the  full  report  nor¬ 
mally  should  be  furnished  as  supplemental 
information  but  not  as  a  part  of  the  registra¬ 
tion  statement. 

(b)  Where  oil  and  gas  operations  are 
material  to  the  registrant’s  business  op¬ 
erations  or  financial  position,  disclose 
the  following  under  appropriate  cap¬ 
tions  : 

Note. — This  paragraph  (b)  shall  not  ap¬ 
ply  to  filings  by  limited  partnerships,  or  joint 
ventures  that  conduct,  operate,  manage,  or 
report  upon  oil  and  gas  drilling  or  income 
programs  which  acquire  properties  either  for 


drilling  and  production,  or  for  production  of 
oil,  gas  or  geothermal  steam  or  water. 

(1)  Estimates  as  of  a  reasonably  cur¬ 
rent  date  of  proved  developed  and  proved 
undeveloped  future  net  recoverable  oil 
and  gas  by  appropriate  geographic 
area(s),  such  as  by  continent  or  by 
country,  except  that  United  States  re¬ 
serves  shall  be  shown  separately.  (See 
Instruction  3  with  respect  to  estimates  of 
foreign  reserves.) 

(2)  Net  oil  and  gas  production  for  oil 
in  barrels  and  gas  in  MCP  for  each  of  the 
last  five  years,  by  areas  no  larger  than 
the  geographic  areas  used  for  estimated 
reserves  in  paragraph  (b)(1)  above.  (See 
Instruction  4.) 

(3)  As  of  a  reasonably  current  date  or 
as  of  the  end  of  the  year  being  reported 
on,  the  total  gross  and  net  productive 
wells,  expressed  separately  for  oil  and  for 
gas,  and  the  total  gross  and  net  produc¬ 
ing  acres.  For  purposes  of  this  require¬ 
ment,  one  or  more  completions  in  the 
same  bore  hole  shall  be  counted  as  one 
well.  A  footnote  shall  disclose  the  num¬ 
ber  of  wells  with  multiple  completions. 

( See  Instruction  5.) 

(4)  The  availability  of  oil  and  gas 
from  the  present  reserve  or  contract 
supply  for  at  least  one  year  from  the 
“as  of”  date  of  the  reserve  estimate  pro¬ 
vided  in  paragraph  (b)(1)  above.  (See 
Instruction  6.) 

(5)  Any  proved  oil  or  gas  reserve  es¬ 
timates  filed  with  or  included  in  reports 
to  any  other  federal  or  foreign  govern¬ 
mental  authority  or  agency  within  the 
last  year  (or  a  statement  that  there  were 
none),  together  with  the  name  of  the 
authority  or  agency  and  an  explanation 
of  the  reasons  for  differences,  if  any,  be¬ 
tween  such  estimates  and  the  estimates 
included  in  the  registration  statement. 
(See  Instruction  7  with  respect  to  filings 
with  foreign  authorities  or  agencies.) 

(6)  As  of  a  reasonably  current  date  or 
as  of  the  end  of  the  year  being  reported 
on,  the  amounts  of  imdeveloped  acreage, 
both  leases  and  concessions,  if  any,  ex¬ 
pressed  in  both  gross  and  net  acres  by 
State,  county,  or  other  appropriate  geo¬ 
graphic  area,  together  with  an  indica¬ 
tion  of  acreage  concentrations,  and, 
where  material,  the  minimum  remaining 
terms  of  leases  and  concessions.  (See  In¬ 
struction  8.) 

<7)  Present  activities,  such  as  the 
number  of  wells  in  process  of  drilling, 
waterfloods  in  process  of  installation, 
pressure  maintenance  operations,  and 
any  other  related  operations  of  material 
importance.  (See  Instruction  9.) 

Instructions.  1.  The  required  information 
should  be  furnished  in  tabular  form  when¬ 
ever  practicable. 

2.  Estimates  of  future  recoverable  oil  and 
gas  shall  be  limited  to  proved  developed  and 
proved  undeveloped  future  net  recoverable 
reserves.  For  purposes  of  this  instruction, 
••proved  reserves’’  are  defined  to  be  those 
estimated  quantities  of  crude  oil,  natural 
gas  and  natural  gas  liquids  which  geological 
and  engineering  data  demonstrate  with  rea¬ 
sonable  certainty  to  be  recoverable  in  future 
years  from  known  reservoirs  based  upon 
prices  and  costs  existing  at  the  time  the 
estimate  is  made. 

Reservoirs  are  consiciered  proved  if  eco¬ 
nomic  producibility  is  supported  by  either 
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actual  production  or  conclusive  formation 
tests. 

For  classification  purposes,  results  from 
drill-stem  and/or  wire-line  tests  may  be  con¬ 
sidered  as  conclusive  formation  tests,  but 
results  based  solely  on  core  analyses,  and/or 
electric  or  oUier  log  interpretations  are  not 
considered  to  be  conclusive  formation  tests. 

The  area  of  an  oil  or  gas  reservoir  consid¬ 
ered  proved  includes;  (1)  That  portion  delin¬ 
eated  by  drilling  and  defined  by  gas-oil  or 
oil- water  contacts,  if  any;  and  (2)  the  im¬ 
mediately  adjoining  portions  not  yet  drilled, 
but  which  can  be  reasonably  judged  as  eco¬ 
nomically  productive  on  the  basis  of  avail¬ 
able  geological  and  engineering  data.  In  the 
absence  of  information  on  fluid  contacts, 
the  lowest  known  structural  occurrence  of 
hydrocarbons  controls  the  lower  proved  limit 
of  the  reservoir.  It  is  not  necessary  that 
production,  gathering  or  transportation  fa¬ 
cilities  be  in  place  or  operative.  Ilov.'ever, 
it  should  be  rca.sonably  certain  that  sucli 
facilities  will  be  installed  in  the  future. 

Depending  upon  their  status  of  develop¬ 
ment.  proved  reserves  shall  be  subdivided 
into  the  following  classifications: 

(al  Proved  Developed  Reserves.  These  are 
proved  reserves  which  can  be  expected  to  be 
recoveicd  through  existing  wells  with  ex¬ 
isting  equipment  and  operating  meth¬ 
ods.  This  classification  shall  Include: 

(i)  Proved  Developed  Producing  Reserves. 
These  are  proved  developed  re.serves  which  are 
expected  to  be  produced  from  existing  com¬ 
pletion  interval (s)  now  open  for  production 
inexisting  wells;  and 

(ii)  Proved  Developed  Non-Producing  Re¬ 
serves.  These  are  proved  developed  reserves 
which  exist  behind  the  casing  of .  existing 
wells,  or  at  minor  depths  below  the  present 
bottom  of  such  wells,  which  are  expected  to 
be  produced  through  these  wells  in  the  pre¬ 
dictable  future,  where  the  cost  of  making 
such  oil  and  gas  available  for  production 
should  be  relatively  small  compared  to  the 
cost  of  a  new  well. 

Additional  oil  and  gas  expected  to  be  ob¬ 
tained  through  the  application  of  fluid  in¬ 
jection  or  other  improved  recovery  techniques 
for  supplementing  the  natural  forces  and 
mechanisms  of  primary  recovery  should  be 
included  as  “Proved  Developed  Reserves”  only 
after  testing  by  a  pilot  project  or  after  the 
operation  of  an  installed  program  has  con¬ 
firmed  through  production  response  that  in¬ 
creased  recovery  will  be  achieved. 

(b)  Proved  Undeveloped  Reserves.  These 
are  proved  reserves  w'hlch  are  expected  to  be' 
recovered  from  new  wells  on  undrllled  acre¬ 
age,  or  from  existing  wells  where  a  relatively 
major  expenditure  is  required  for  recom- 
pletlon.  Reserves  on  undrllled  acreage  shall 
be  limited  to  those  drilling  units  offsetting 
productive  units,  which  are  reasonably  cer¬ 
tain  of  production  when  drilled';  Proved  re¬ 
serves  for  other  undrllled  units  can  be 
claimed  only  where  it  can  be  demonstrated 
with  certainty  that  there  is  continuity  of  pro¬ 
duction  from  the  existing  productive  forma¬ 
tion. 

Under  no  circumstances  should  estimates 
for  proved  undeveloped  reserves  be  attribut¬ 
able  to  any  acreage  for  which  an  application 
of  fluid  injection  or  other  improved  recovery 
technique  is  contemplated,  unless  such 
techniques  have  been  proved  effective  by  ac¬ 
tual  tests  in  the  area  and  in  the  same  reser¬ 
voir.  If  warranted,  however,  a  narrative  dis¬ 
cussion  can  be  provided  to  point  out  those 
areas  where  future  drilling  or  other  opera¬ 
tions  may  develop  oil  and  gas  production 
which  at  the  time  of  filing  is  considered  too 
uncertain  to  be  expressed  as  numerical  esti¬ 
mates  for  proved  reserves. 

3.  (a)  Consideration  should  be  given  to 
the  effect  on  ownership  of  reserves  of  any 
takeover  or  nationalization  by  foreign  gov¬ 


ernments  of  properties  owned  by  the  regis¬ 
trant,  including  any  possible  change  of  a 
property  interest  into  a  long-term  supply, 
purchase,  or  similar  agreement. 

(b)  The  amounts  of  oil  and  gas  svibject  to 
purchase  under  long-term  supply,  purchase, 
or  similar  agreements  with  foreign  govern¬ 
ments  or  authorities  should  be  disclosed  sep¬ 
arately  under  paragraph  (b)(1)  when  such 
agreements  cover  all  or  part  of  the  regis¬ 
trant’s  re.serves  under  a  previous  equity  in¬ 
terest,  or  when  the  registrant  has  invested 
monies  in  foreign  prospects,  or  has  some 
special  arrangement. 

(c)  When  any  foreign  government  restricts 
the  disclosure  of  estimated  reserves  for  prop¬ 
erties  under  their  governmental  avithorlty, 
or  amounts  under  long-term  supply,  pur¬ 
chase,  or  similiar  e.greements  to  be  disclosed 
pur'  ant  to  Instruction  3(b),  the  registrant 
need  not  disclo.se  such  estimates  or  amotmts 
but  should  identify  the  country  and  indicate 
that  the  reported  re.servcs  estimates  or 
amounts  do  not  include  figures  for  the 
named  coiTuiry. 

4.  (a)  Generally,  “net”  production  should 
include  only  that  production  which  is  owned 
by  the  registrant  and  produced  to  that  party’s 
interest.  Such  “net”  production  shall  refer 
to  production  that  is  “net  after  royalty.” 
However,  in  special  situations  (e.g.,  foreign 
production)  “net  before  royalty”  production 
figures  may  be  provided  if  more  practical 
and  or  useful.  If  “net  before  royalty’’  pro¬ 
duction  figures  are  furnished,  the  change 
Xrom  the  common  usage  of  "net  production  ’ 
should  be  noted. 

(b)  Production  of  oil,  gas,  condensate,  and 
natural  gas  liquids  should  be  reported  sep¬ 
arately.  In  additon,  any  part  of  the  natural 
gas  liquids  production  obtained  through  or 
fro;'i  processing  plant  ownership,  rather  than 
through  leasehold  ownership  should  be  re¬ 
ported  separately,  where  material. 

( c )  The  amounts  of  oil  and  gas  purchased 
under  long-term  supply,  purcha.se,  or  simi¬ 
lar  agreements  with  foreign  governments  or 
authorities  should  be  disclosed  separately 
under  paragraph  (b)(2)  when  such  pur¬ 
chases  represent  the  registrant’s  production, 
or  partial  production,  under  a  previous 
equity  interest,  or  when  the  registant  has  in¬ 
vested  monies  in  foreign  prospects  or  has 
some  .special  arrangement. 

(d)  Any  gas  used  to  enhance  production 
shall  not  be  disclosed  as  produced  until  such 
time  as  it  is  sold. 

5.  Definition  of  gross  and  net  for  wells  and 
acres. 

(a)  A  gross  well  is  a  well  in  which  an  in¬ 
terest  is  owned.  The  number  of  gross  wells 
is  the  total  number  of  wells  in  which  an 
interest  is  owned. 

(b)  A  net  well  is  deemed  to  exist  when  the 
sum  of  fractional  ownership  interests  in 
gross  wells  equals  one.  The  number  of  net 
wells  is  the  sum  of  the  fractional  interests 
owned  in  gross  wells  expressed  as  whole 
numbers  and  fractions  thereof. 

(c)  A  gross  acre  is  an  acre  in  which  an  in¬ 
terest  is  owned.  The  number  of  gross  acres 
is  the  total  number  of  acres  in  which  an  in¬ 
terest  is  owned. 

(d)  A  net  acre  is  deemed  to  exist  when  the 
sum  of  the  fractional  ownership  interests  in 
gross  acres  equals  one.  The  number  of  net 
acres  is  the  sum  of  the  fractional  interests 
owned  in  gross  acres,  expressed  as  whole 
numbers  and  fractions  thereof. 

Note. — For  those  unusual  situations  where 
gross  and  net  data  cannot  be  supplied,  any 
alternative  disclosure  furnished  should  set 
forth  adequately  the  registrant’s  position 
with  respect  to  productive  wells  and  produc¬ 
ing  acres. 

6.  The  term  “availability”  is  defined  to  be 
an  estimate  of  that  quantity  of  oil  and  gas 


which  can.be  produced  from  current  proved 
developed  reserves  using  presently  installed 
equipment  under  presently  existing  econornlc 
aivd  operating  conditions  in  a  given  future 
time  period,  such  as  a  day,  a  month,  or  a 
year.  Such  estimate  shall  be  based  on  past 
performance,  and  shall  represent  an  esti¬ 
mate  of  the  amount  of  oil  and  gas  that  can 
be  produced  for  a  future  time  period  from 
existing  proved  developed  reserves  under  nor¬ 
mal  operations  with  prices  and  costs  existing 
at  the  time  the  estimate  is  made.  Such  esti¬ 
mates  of  available  oil  and  gas  should  be 
stated  for  a  minimum  of  one  year  but  for 
no  more  than  five  years. 

Note. — See  paragraph  (b)  of  Guide  28 
tmder  the  Securities  Act  of  1933  or  Guide  2 
under  the  Securities  Exchange  Act  of  1934 
for  the  definition  of  “availability”  which  is 
to  be  used  with  respect  to  gas  supplies  of 
companies  engaged  in  the  gathering,  trans¬ 
mission.  or  dlstribtuion  of  natural  ga.s. 

7.  The  requirements  in  paragraph  (b)(o) 
relating  to  estimates  filed  with  a  foreign  gov¬ 
ernmental  authority  or  agency  shall  not 
apply  rf : 

(a)  The  total  foreign  reserve  estimate  in¬ 
cluded  ill  the  Commission  filing  does  i.ot 
exceed  5  percent  of  the  total  reserve  esti¬ 
mate;  or 

•  (b)  The  difference  between  the  foreign  re¬ 
serve  estimate  included  in  the  Commi.ssion 
filing  and  the  reserve  estimate  filed  with  the 
governmental  authority  or  agency  does  not 
e.xceed  five  percent. 

Note  1. — A  statement  that  the  foi-elgn  re¬ 
serve  estimate  or  the  difference,  whichever  is 
applicable,  does  not  e.xceed  five  percent  shall 
also  be  included. 

2.  See  Instruction  3  when  foreign  govern¬ 
ments  re.strict  disclosure  of  estimated 
reserves. 

8.  For  purposes  of  paragraph  (b)(6),  the 
term  “undeveloped  acreage”  is  considered  to 
be  those  lease  acres  not  now  held  by  pro¬ 
duction.  The  term  should  not  be  confused 
with  that  acreage  for  which  proved  unde¬ 
veloped  reserves  can  be  estimated. 

9.  (a)  Present  activities  required  to  be 
disclosed  pursuant  to  paragraph  (b)(7) 
should  be  provided  for  an  “as  of”  date  as 
close  to  the  date  of  filing  a  registration  state¬ 
ment  as  reasonably  possible  or  as  of  the  end 
of  the  year  being  reported  on. 

(b)  The  disclosure  for  wells  in  the  proce.ss 
of  being  drilled  should  include  only  those 
wells  actually  being  drilled  at  the  “as  of” 
date  explained  in  Instruction  9(a),  and 
should  be  expressed  in  terms  of  both  gross 
and  net  wells. 

(c)  The  disclosure  should  not  include  wells 
planned  but  not  commenced,  unless  there 
are  factors  involved  which  make  such  infor¬ 
mation  material. 

2.  Parts  239  and  249  of  17  CFR  Chap¬ 
ter  II  are  amended  as  follows: 

PART  239— FORMS  PRESCRIBED  UNDER 
THE  SECURITIES  ACT  OF  1933 


PART  249 — FORMS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

a.  Item  9  of  Form  S-1  is  amended  to 
read  as  follows: 

§  239.11  Form  S— 1,  registration  state¬ 
ment  under  the  Securities  .4et  of 
1933. 

•  •  «  *  * 

Item  9.  Description  of  Business. 

The  description  of  the  business  shall 
include  the  information  required  by  Item 
1  of  Regulation  S-K,  17  CFR  229.20. 

b.  Paragraphs  (b) ,  (d) ,  and  (f )  of  Item 
5  of  Form  S-7  are  amended  to  read  as 
follows : 
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§  239.26  Form  S-7,  for  rrpistralion 
undrr  llie  Securities  Act  of  1933  of 
securities  of  certain  issuers. 

•  •  •  •  • 

Item  5.  Business. 

•  *  *  *  • 

(b)  The  financial  information  relat¬ 
ing  to  industry  segments  and  classes  of 
similar  products  or  services  shall  be  fur¬ 
nished  in  accordance  with  the  provisions 
of  paragraphs  tb)  and  <c)  (1)  (i)  of  Item 
1  of  Regulation  S-K,  17  CFR  229.20. 

•  •  *  «  * 

(d)  The  financial  information  relating 
to  foreign  and  domestic  operations  and 
export  sales  shall  be  furnished  in  accord¬ 
ance  with  the  provisions  of  paragraph 
(d)  of  Item  1  of  Regulation  S-K,  17  CFR 
229.20. 

*  ♦  *  ♦  • 

<f)  Information  about  oil  and  gas  re¬ 
serves  shall  be  furnished  in  accordance 
with  the  provisions  of  paragraph  (b)  of 
Item  2  of  Regulation  S-K.  17  CFR  229.20. 

•  «  ♦  »  « 

c.  Paragraph  (a>  of  Item  18  of  Form 
S-8  is  amended  to  read  as  follows: 

§  239.161)  F'onii  .‘'—8,  for  rcpi^lrnlion 
under  the  .SH’urilies  Act  of  19.33  of 
securities  to  be  offered  to  <'inpIoyees 
pursuant  to  eerluin  plans. 

a  •  «  *  • 

<a»  Include  a  description  of  the  busi¬ 
ness  done  by  the  issuer  and  its  subsidi¬ 
aries  during  the  fiscal  year  which  will,  in 
the  opinion  of  management,  indicate  the 
general  nature  and  scope  of  the  business 
of  the  issuer  and  its  subsidiaries.  The 
financial  information  relating  to  the 
issuer’s  industry  segments,  classes  of 
similar  products  or  services,  foreign  and 
domestic  operations  and  export  sales 
shall  be  furnished  in  accordance  with 
the  provisions  of  paragraphs  (b) ,  <c)  (1) 
<i)  and  (d)  of  Item  1  of  Regulation  S-K, 
17  CFR  229.20. 

*  *  ♦  *  * 

d.  Item  1  of  Form  10  is  amended  to 
read  as  follows: 

§  249.210  Form  10,  general  form  for 
regiMtration  of  >eeuritic8  pursuant  to 
sci'tion  12(b)  or  (g)  of  the  Securi¬ 
ties  Exchange  .Act  of  1934. 

*  •  *  »  * 

Item  1.  Business. 

The  description  of  the  business  shall 
include  the  information  required  by 
Item  1  of  Regulatiwi  S-K,  17  CFR  229.20. 

e.  Item  1  of  Form  10-K  is  amended  to 
read  as  follows : 

S  249.310  Form  10— K,  annual  report 
pursuant  to  section  13  or  15(d)  of 
the  Securities  Exchange  .Act  of  1934. 
•  •  •  •  • 

Item  1.  Business. 

The  description  of  the  business  shall 
include  the  information  required  by 


Item  1  of  Regulation  S-K,  17  CFR  229.20, 
except  that  the  discussion  of  the  devel¬ 
opment  of  the  registrant’s  business  need 
only  include  developments  since  the 
beginning  of  the  fiscal  year. 

f.  Item  10  of  Form  S-1,  Item  3  of  Form 
10  and  Item  3  of  Form  10-K  are  amended 
to  read  as  follows : 

§2.39.11  Form  .S— I,  registration  state¬ 
ment  under  the  .Se»'urilies  Act  of 

1933. 

§219.210  Form  10.  general  f«»rm  for 
registration  of  securities  pursuant  to 
section  12  (b)  or  (g)  of  the  .Securi¬ 
ties  Exchange  .Act  of  1931. 

§  219.310  Form  10— K,  annual  re|)orl 
pursuant  to  section  13  or  1.5(d)  of 
the  Seeurili«'s  Exchange  .Act  of  1934. 

«  *  *  *  * 

Properties. 

Information  relating  to  properties 
shall  be  furnished  in  accordance  with 
the  provisions  of  Item  2  of  Regulation 
S-K.  17  CFR  229.20. 

g.  Paragraph  (a)  of  Instruction  13  of 
the  Instructions  as  to  Exhibits  of  Form 
S-1  and  Paragraph  (a)  of  Instruction  9 
of  the  Instructions  as  to  Exhibits  of 
Form  10  are  amended  to  read  as  follows: 

§  239.11  Form  ^1,  registration  state¬ 
ment  un«ler  the  Securities  Act  of 

1933. 

§219.210  Form  10,  general  form  for 
registration  of  securities  pursuant  t«> 
section  12  (b)  or  (g)  of  the  .Securi¬ 
ties  Exchange  .Act  of  1931. 

«  »  «  «  * 

<  a)  Copies  of  every  contract  not  made 
in  the  ordinary  course  of  business  which 
is  material  to  the  registrant  or  is  spe¬ 
cifically  refered  to  in  the  registrant’s 
discussion  of  its  reportable  industry 
segments  and  to  be  performed  in  whole 
or  in  part  at  or  after  the  filing  of  the 
registration  statement  or  was  entered 
into  not  more  than  two  years  before 
such  fiUng,  except  contracts  called  for, 
or  the  omission  of  which  is  expressly  au¬ 
thorized  by  the  foregoing  instructions. 
Only  contracts  need  be  filed  as  to  which 
the  registrant  or  subsidiary  of  the  reg¬ 
istrant  is  a  party  or  has  succeeded  to  a 
party  by  assumption  or  assignment,  or. 
in  which  the  registrant  or  such  subsidi¬ 
ary  has  a  beneficial  interest. 

3.  Part  240  of  17  CFR  Chapter  II  is 
amended  as  follows: 


PART  240— GENERAL  RULES  AND  REGU¬ 
LATIONS,  SECURITIES  EXCHANGE  ACT 
OF  1934 

a.  Item  14  of  Securities  Exchange  Act 
Schedule  14A  is  amended  to  read  as  fol¬ 
lows: 

§  240.14a— 101  Schedule  14A.  Informa¬ 
tion  required  in  proxy  statements. 

•  *  •  •  • 


Item  14.  •  •  • 

(b)  *  *  • 

(8)  The  financial  information  relat¬ 
ing  to  the  issuer’s  industry  segments, 
classes  of  similar  products  or  services, 
foreign  and  domestic  operations  and  ex¬ 
port  sales  shall  be  furnished  in  accord¬ 
ance  with  the  provisions  of  paragraphs 
(b),  (c)  (1)  <i)  and  (d)  of  Item  1  of  Reg¬ 
ulation  S-K,  17  CFR  229.20. 

♦  ♦  O  «  * 

b.  Paragraph  <b)<6)  of  Rule  14a-3 
and  paragraph  (a)(6)  of  Rule  14c-3  are 
amended  to  read  as  follows : 

§  210.14a— 3  Information  to  l»c  fiir- 
iii'shod  security  holders. 

§210. 14e— 3  .Annual  report  lo  be  fur¬ 
nished  seeiirity  holders. 

(6)  The  report  shall  contain  infor¬ 
mation  relating  to  the  issuer’s  industry 
segments,  classes  of  similar  products  or 
serv’ices,  foreign  and  domestic  opera¬ 
tions  and  export  sales  furnished  in  ac¬ 
cordance  with  the  provisions  of  para¬ 
graphs  (b),  (c)(1)  (i)  and  (d)  of  Item 
1  of  Regulation  S-K,  17  CFR  229.20. 
***** 

(Secs.  6.  7,  8.  10,  19(a),  48  Stat.  78,  79,  81, 
85;  secs.  12,  13,  14,  15(d),  23(a),  48  Stat. 
892,  894,  901;  secs.  205,  209,  48  Stat.  906, 
908;  sec.  203(a),  49  Stat.  704;  secs.  1,  3, 
8,  49  Stat.  1375,  1377,  1379;  sec.  301,  54  Stat. 
857;  secs.  8,  202,  68  Stat.  685,  686;  secs.  3,  4, 
5,  6,  78  Stat.  565-668,  569,  670-574;  sec.  1.  79 
Stat.  1061;  secs.  1,  2,  3,  82  Stat.  454,  455;  secs. 
1.  2,  3-5,  28(c),  84  Stat.  1436,  1497;  sec. 
105(b).  88  SUt.  1503;  secs.  8.  9.  10,  11,  18. 
89  Stat.  117,  118,  119,  .121,  155;  15  U.S.C.. 
77f  77g,  77h,  77J,  776(a),  781,  78m,  78n, 
78/(d),  78w(a).) 

Statutory  Authority  For  Amendments 

The  foregoing  amendments  to  Forms 
S-1,  S-7  and  S-8  are  adopted  pursuant 
to  section  6,  7,  8,  10  and  19(a)  of  the 
Securities  Act  and  the  revisions  sub¬ 
mitted  as  to  Forms  10  and  10-K  and  to 
Regulation  14A  are  adopted  pursuant  to 
sections  12,  13,  14,  15(d)  and  23(a)  of 
the  Exchange  Act,  sections  12(e)  and 
20(a)  of  the  Public  Utility  Holding 
Company  Act  of  1935,  and  sections  20(a) 
and  38(a)  of  the  Investment  Company 
Act  of  1940. 

Pursuant  to  section  23(a)(2)  of  the 
Exchange  Act,  the  Commission  has  con¬ 
sidered  the  impact  that  these  amend¬ 
ments  might  have  on  competition  and 
has  concluded  that,  to  the  extent  the 
amendments  impose  burdens  on  com¬ 
petition,  such  burdens  are  necessary 
and  appropriate  in  furtherance  of  the 
purposes  of  the  securities  laws. 

By  the  Commission. 

Shirley  E.  Hollis, 
Assistant  Secretary. 

December  23, 1977. 
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